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EXPLANATORY NOTE

Attached are the following items:

1. Press Release, dated February 18, 2002.

This current report on Form 6-K is hereby incorporated by reference into our Registration
Statement on Form F-3 filed with the Securities and Exchange Commission on May 9,

2001 (File No. 333-13480).
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Jeff Zelkowitz
Taylor Rafferty, London
+44-20-7936-0400
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Andrew Saunders
Taylor Rafferty, New York
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FOR IMMEDIATE RELEASE

NETIA HOLDINGS REPORTS 2001 YEAR-END AND FOURTH QUARTER RESULTS

Warsaw, Poland -- February 18, 2002 -~ Netia Holdings (NASDAQ: NTIA, WSE: NET), Poland’s largest
alternative provider of fixed-line telecommunications services, today announced audited financial results for the
year ended December 31, 2001,

Financial Highlights:

# Revenues for 2001 amounted to PLN 538.9 m (US$ 135.2 m), a year-on-year increase of 22%. Revenues for
Q4 2001 amounted to PLN 144.9 m (US$ 36.3 m), a year-on-year increase of 12%.

» EBITDA for 2001 (before the allowance for Millennium-related receivables recorded in Q3 2001) reached
PLN 78.2 m (USS 19.6 m), a year-on-year increase of 237%. EBITDA for 2001 after the above-mentioned item
amounted to PLN 61.2 m (US$ 15.4 m), a year-on-year increase of 164%. EBITDA for Q4 2001 amounted to
PLN 29.3 m (US$ 7.4 m), a year-on-year increase of 253%.

» EBITDA margia for 2001 amounted to 14.5% and 11.4% before and after the allowance for Millenniur-
related receivables, respectively. EBITDA margin for Q4 2001 reached 20.2%.

- Six non-cash exceptional items totaling PLN 740.1 m (US$ 185.7 m) affected the financial resuits for 2001, In
particular, three items totaling PLN 405.8 m (US$ 101.8 m) impacted the financial results for Q4 2001, and
were related to a provision for impairment of fixed assets (network construction in progress), the event of .
default on Netia's long-term debt and the effect of canceling all swap transactions.

» Cash at December 31, 2001 amounted to PLN 486.9 m (US$ 122.1 m), excluding restricted investments of '
PILN47.5 m (US$ 11.9 m).

» Consolidated shareholders’ equity at the end of Q4 2001 was negative PLN 343.2 m or US$ 86.] m.

» “Events of default” under the indentures governing Netia’s high yield notes occurred on January 14, 2002,
following the failure to make payments of interest on Netia’s 1999 Senior Dollar Notes and 1999 Senior Euro
Notes, which were due on December 15, 2001.

» Crass-currency swap transactions with Merrill Lynch and JPMorgan Chase Bank were terminated in
connection with the proposed debt restructuring,

# A deferral of license fee payments, totaling approxivmately EUR 33 m, was granted until June 30, 2002,

- maore -
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Operational Highlights:
» Netia’s nationwide backbone network stretched to 3,370 km at year-end.

»  Subscriber lines amounted to 343,802 net of churn and disconnections, a year-on-year increase of 7%.

» Business customer lines amounted to 97,994, a year-on-year increase of 21%. Business mix on subscriber lines
reached 28.5% while revenues from business customers accounted for 54.1% of telecom revenues in 2001.

» Average revenue per line increased 7% to PLN 122 in December 2001.

# An agreement for commercial nctwork services (carrier’s carrier services) on Netia’s backbone network
signed with Telia AB on January 14, 2002,

# Intelligent Network services (free-phone and split-charge service offering) was launched in February 2002.

» Headcount decreased year-on-year from 1,626 to 1,536, as part of management’s program of reducing staffing
levels by approximately 20%.

Other Highlights: L

# An Extraordinary Shareholders’ Meeting will be held on February 19, 2001 to vote, among other things, on
the proposed increase in the share capital of Netia Holdings S.A. by up to approximately 740 m new shares in
connection with the reorganization of Netia.

» Negotiations with bondhalders aimed at a consensual reorganization of Netia's balance sheet to reduce its
debt and interest burdens are still ongoing. Netia announced earlier today that the Management Board had
approved the proposed terms of a restructuring submitted by the bondholders but that the Supervisory Board
had not yet acted on the proposal. Therefore, Netia’s Management Board recommended today that Netia’s
sharehelders vote in favor of the resolutions to be proposed at the Extraordinary Shareholders® Meeting to be
held on February 19, 2002.

» Changes within Netia's Supervisory Board. Effective August 7, 2001 Morgan Ekberg, Executive Vice
President, Business Area Networks at Telia was appointed the new chairman of the Netia Supervisory Board.
Effective December 10, 2001 Jan Henrik Ahmell replaced Jan Johansson as a representative of Telia AB.
Effective November 26, 2001 Andrzej Wojcik, representing BRE Bank S.A., resigned due to the termination of
BRE Bank S.A''s right to nominate one member of the Supervisory Board for election by the Shareholders
Meeting.

Mergan Ekberg, Chairman of Netia’s Supervisory Board commented: "These results give us confidence that
management is taking the actions necessary to drive Netia forward. At the end of last year, Netia's Supervisory
Board approved general guidelines for a revised business plan designed to achieve profitable leadership focused on
business customers. The proposed restructuring of our balance sheet is aimed at placing Netia on a firm financial
footing and, if successful, should enable us 1o focus our attention on execution of our revised strategy.”

Kjell-Ove Blom, Netia’s acting CEOQ and Chief Operating Officer, commented: "Despite tough competition, the
weak Polish economy and our financial situation, Netia made significant operational and financial progress in 2001.
We focused our investment program to maximize revenues, concentrated network development on urban centers,
terminated uneconomic customer accounts, and negotiated to cancel or defer licensing fees. Our market position
with business customers, and the solid growth we achieved in EBITDA and in our EBITDA margin, underscore
Netia's potential.

“However, the financial statements released today show that our liabilities now exceed our assets. Polish law
requires that a company with such negative equity file for bankruptcy or petition for the epening of arrangetment
proceedings. Netia and some of its subsidiaries are therefore considering a prompt filing of arrangement petitions.”

Avi Hochman, Chief Financial Officer of Netia, added: "Faced with the extremely poor market conditions for
teleccommunications companies, Netia has considered a range of solutions to fund its development while

- more -
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reorganizing itself to preserve cash. Capex for 2001 was PLN 586.8 m (USS$ [47.2 m) compared to PLN [,116.8 m
tor the previous year.

“For 2001 Netia has delivered a fourfold increase in EBITDA to PLN 78.2 m (before the allowance for Millennium
rclated receivables), and our fourth quarter EBITDA margin tripled year-on-year to 20.2%. We believe that this
improved performance achieved in a harsh environment demonstrates Netia’s operational vitality. Our immediate
priority is therefore to complete the contemplated debt restructuring and establish a solid capital structure and
foundation to enable Netia's healthy future development.”

- more -
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Financial Information
2001 vs. 2000
Reveaues increased by 22% to PLN 538.9 m (US$ 135.2 m) for 2001 compared to PLN 442.7 m for 2000.

Revenues from telecommunications services increased by 30% to PLN 512.2 m (USS$ 128.5 m) from PLN 395.2
m in 2000. The increase was primarily attributable to an inctease in total number of subscriber lines coupled with
an increase in average revenue per line as well as introduction of new products. The total number of subscriber lines
increased 7% to 343,802 at December 31, 2001 from 321,073 at December 31, 2000 while the overall increase in
average monthly revenue per line was 7% to PLN 122 (US$ 31) for December 2001, compared to PLN 114 for
December 2000, mainly due to increases in monthly subscription fees in May 2001,

Six exceptional items totaling PLN 740.1 m (US$ 185.7 m) impacted the financial results for 2001 and included:

Three exceptional items at a total amount of PLN 405.8 m (US$ 101.8 m) which occurred in Q4 2001 as follows:
- effect of canceling the swap transactions of PLN 274.6 m (US$ 68.9 m);
~ effect of default on long-term debt of PLN 112.0 m (US$ 28.1 m);
- provision for the impairment of fixed assets of PLN 19.2 m (US$ 4.8 m) relating to discontinued
network construction.

In addition, three exceptional items totaling to PLN 334.3 m (USS$ 83.9 m) had occurred previously, namely:
- impairment on goodwill in the amount of PLN 220.3 m (US$ 55.3 m);
~ provision for the impairment of fixed assets of PLN 97.0 m (US$ 24.3 m) relating to 70,200 connected
lines;
- allowance for receivables from Millennium of PLN 17.0 m (US$ 4.3 m).

The above write-off charges are non-cash items and their entire impact was recorded during the third and fourth
quarter of 2001, respectively.

The write-off charge regarding the swap transactions results from the cancellation of these agreements. The default
on the long-term debt resulted from the failure to make interest payments due on December 15, 2001 on the
Company's 1999 Senior Dollar Notes and 1999 Senior Eure Notes owing to negotiations with bondholders on a
consensual reorganization of Netia’s balance sheet to reduce its debt and interest burdens.

The write-off charge on goodwill is a result of an impairment test performed by management as well as
management’s belief that there is no.longer a future economic benefit associated with the goodwill. The provisions
for impairment of fixed assets relate to a write-off of our investment in 70,200 connected lines and additional
network construction in progress which, based on our recently approved long-term strategy to focus on business
customer segments, will not be converted inta ringing lines. The allowance for receivables trom Millennium follows
Netia's withdrawal from the agreement to acquire the outstanding share capital of Millennium due to Millennium’s
refusal to perform its obligations under the agreement. Netia has claimed from Millennium compensation in the
amount of PLN 8.5 m and additionally has demanded the repayment of PLN 11.5 m of extended loan. In the future
the Company may be subject to further impairment tests.

EBITDA amounted to PLN 61.2 m (US$ 15.4 m) compared with PLN 23.2 m for 2000. EBITDA for 2001 before
the allowance for Millennium improved by 237% to PLN 78.2 m (US$ 19.6 m). EBITDA margin, before the
allowance for Millennium, for 2001 increased to 14.5% from. 5.2%.in.2000.

“Qther operating expenses” amounted to PLN 331.0 m (US$ 83.0 m) and represented 61% of total revenues for
2001, compared to 65% for 2000, with salaries and benefits being the main item.

- Iore -
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Amortization of goodwill and other intangibles including an impairment of goodwill increased to PLN 301.1 m
(US$ 75.5 m) from PLN 49.2 m in 2000 as a result of an impairment on goodwill of PLN 220.3 m (US$553m)
made in Q3 2001.

Depreciation of fixed assets increased by 32% to PLN 172.7 m (US$ 43.3 m), from PLN 130.5 m for 2000, as the
construction stage of additional parts of the network drew to completion.

Interconnection charges increased by 9% to PLN 122.2 m (US$ 30.7 m) from PLN 112.3 m for 2000.
Interconnection charges as a percentage of calling charges decreased to 34% from 39%, reflecting the effect of
direct interconnection to the mobile operators and the increased proportion of traffic carried through Netia’s own
backbone network.

Net financial expenses increased by 16% to PLN 230.0 m (US$ 57.7 m) from PLN 198.7 m due to higher expense
of servicing the interests costs connected with senior notes issued by Netia. In addition, net financial expense for the
fourth quarter includes the effect of canceling the swap transactions.

Net loss amounted 10 PLN 1,149.2 m (US$ 288.3 m), compared to a net loss of PLN 362.0 m in 2000. The
increased loss for 2001 was mainly attributable to the six exceptional items described above as well as an increase in
net financial expenses.

Net fixed assets and computer software increased by 5% to PLN 2,537.3 m (US$ 636.5 m) as of December 31,
2001, compared to PLN 2,408.4 m at December 31, 2000.

Cash outflow from investing activities decreased by 53% to PLN 639.2 m (US$ 160.3 m) in 2001, from PLN
1,357.5 m in 2000 with net cash used for the purchase of fixed assets and computer software in the amount of PLN
582.8 m (US$ 146.2 m) for 2001.

Cash and cash equivalents at December 31, 2001 amounting to PLN 486.9 m (US$ 122.1 m) were available to
fund Netia's operations. The Company also had deposits in escrow amounting to PLN 47.5 m (US$ 11,9 m) to
service the interest payments on its 2000 Senior Notes in June 2002,

2001 Fourth Quarter vs. 2001 Third Quarter

Revenues for the fourth quarter 2001 increased by 6% to PLN 144.9 m (US§$ 36.3 m) compared to PLN 136.8 m for
the third quarter of 2001. This increase was attributable to a 6% increase in telecommunications revenues to PLN
139.3 m (US$ 34.9 m) compared to PLN 131.0 m for the third quarter 2001 and a 3% decrease in other revenues,
representing the operations of Uni-Net, a joint venture with Motorola offering radio trunking services, to PLN 5.6 m
(US$ 1.4 m) compared to PLN 5.8 m for the third quarter 2001.

EBITDA for the quarter was PLN 29.3 m (US$ 7.3 m), compared to PLN (7.7 m (EBITDA before the Millennium
allowance) for the third quarter 2001. The increase in EBITDA for the quarter was mainly the result of a decrease in
salaries and benefits expense associated with the ongoing headcount reduction. The EBITDA margin for the fourth
quarter 2001 before the Millennium allowance improved to 20.2% as compared to 13.0% for the third quarter 2001.

Net loss for the quarter totaled PLN 286.4 m (USS 71.8 m) and was mainly caused by the charges related to three
exceptional items recorded in the fourth quarter 2001.

- more -
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Operational Review

Following the recently approved general outline of the ten-year business plan and strategy to focus on providing
services to business customers, the number of connected lines reported for the third quarter 2001 has been
recafculated in order to reflect the write-aff of 70,200 connected lines due fo the future limited utilization of certain
existing parts of Netia's local access network. In addition, the number of ringing lines reported previously for the
first and second guarters of 2001 has been adjusted downwards by 14,924 lines to correct a previous error in the
translation of ISDN channels into subscriber lines. Figures related to average monthly revenue per line, number of
husiness lines, business mix and number of lines in service per employee have also been restated for the period to
reflect this. The figures shown below reflect the restated numbers.

Connected lines at the end of the fourth quarter 2001 increased by 1.4% to 526,402 lines, up from 519,035 lines at
September 30, 2001. The number of connected lines decreased in comparison with the number reported for the
fourth quarter of 2000 due to the write-off of 70,200 lines recorded in the third quarter 2001.

Subscriber lines in service incrcased by 7% to 343,802 at December 31, 2001 from 321,073 at December 31, 2000
and remained at the same level as in September 2001. The number of subscriber lines is net of customer churn and
disconnections of bad payers by the Company, which amounted to 8,024 and 6,330, respectively, for the fourth
quarter 2001 and 27,440 and 23,750, respectively, for 2001. The recorded churn was mostly a result of customers
affected by the deterioration of economic conditions, customers moving outside the coverage of Netia’s network
and churn to other operators.

Business lines as a percentage of total subscriber lines reached 28.5%, up from 2§.3% at December 31, 2000 and
27.3% at September 30, 2001, reflecting the intensified focus on the corporate and SME market segments. Business
customers accounted for all net additions in the quarter while the residential segment saw net disconnections.
Revenues from business customers accounted for 54.1% of telecommunications revenues in 2001.

Busipess customer lines in service increased by 21% to 97,994 at December 31, 2001 from 81,137 at December
31, 2000 and by 5% from 93,713 at September 30, 2001.

Average monthly revenue per line grew by 7% to PLN 122 (US$ 31) in Decernber 2001, compared to PLN 114 in
December 2000 and remained at the same level as in September 2001.

Average monthly revenue per business line amounted to PLN 225 (US$ 56) representing a 1% increase from PLN
224 in December 2000 and a 7% decrease from PLN 243 in September 2001.

Average monthly revenue per residential line increased by 5% to PLN 81 (US$ 20) from PLN 77 in December
2000 and by 7% from PLN 76 in September 2001.

New tariff packages for analogue and ISDN lines were introduced effective October 1, 2001, offering more

flexibility to customers depending on their usage pattern. We are now offering three packages with a different
monthly fee and local call charges addressing Jow, medium and high-usage customers.

- mote -
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Domestic long distance voice service based on indirect access was made available countrywide in mid-October,
2001. The service, addressed primarily to the business customer base, was originally launched in August 2001 and
provided at the first stage in 15 numbering zones. In December 2001, the President of the Telecommunications
Regulatory Office established new interconnection rates, with reductions over the previous tariffs ranging from 55%
o 60%, 1o be used in settlements between Netia 1 (Netia’s domestic long distance vehicle) and TP S.A. until June
30, 2002. Netia is currently in discussions with TP S.A. regarding the retroactive implementation of these new
interconnection rates from July 1, 2001. In addition, Netia filed with the Court of Warsaw a claim against the State
Treasury of the Republic of Poland and the Ministry of Infrastructure for compensation in the amount of PLN 183 m
(appreximately EUR 52 m or US$ 46 m) for delays that prevented the timely launch of its domestic Jong distance
(DLD) services.

Frame relay data transmission service based on the ATM network was launched in September 2001, with a view
to extending and supplementing Netia’s service offerings to business customers.

Intelligent Network (IN) services, including new free-phone and split-charge service offerings, were launched in
February 2002. Netia is the first domestic long distance operator among three competitors to the incumbent TP S.A.
to launch the IN services. E. .

Carrier’s carrier services. An agreement for commercial network services on Netia's hackbone network was
signed with Telia AB in January 2002. Netia will lease to Telia two ducts on the route between Warsaw and the
Szczecin area for a period of fifteen years and for the amount of approximately USD 16 million. In addition, during
the lease term Netia will offer to Telia, for additional consideration, related services such as cable installation, cable
maintenance and co-location services on the route. The agreement,is subject to the fulfillment of certain conditions
by April 15, 2002.

In the Warsaw metropolitan area Netia had 8,067 subscriber lines in service at December 31, 2001, out of which
93% were business lines. Netia is currently constructing local access infrastructure in Warsaw. As of December 31,
2001, eight radio access base stations were installed and 80 kilometers of fiber-optic network constructed.

Internetia had 57.847 registered users at December 31, 2001 as compared to 36,500 at December 31, 2000 and

64,837 at September 30, 2001. In October 2001 Internetia extended its offering and now also provides Internet o
access without requiring subscribers to register. This new service is currently offered to subscribers directly

connected 1o Netia and, upon reaching an agreement with TP S.A ., will be offered to other potential customers.

Average blended revenue per dial-up and call-back registered user in December 2001 reached PLN 25.

Netia’s nationwide backbone network connecting Poland’s twelve largest urban areas now stretches to 3,370
kilometers and consists of 2,120 kilometers of fiber and 1,250 kilometers of leased lines. Netia is constructing
additional infrastructure, planned for completion in 2002, of approximately 960 kilometers to replace most of the
present leased lines.

Headcount at December 31, 2001 was 1,536, compared to 1,626 at December 31, 2000 and 1,639 at September 30,
2001. During 2001 Netia made announcements on headcount reductions of approximately 20%, and finalization of
this program-is being carried out.

The number of active lines in service per emplayee increased by 3% to an average of 214 for 2001, from 208 in
2000. Monthly average telecommunications revenue per employee increased by 15% to PLN 26,979 (US$ 6,768)
for 2001 from PLN 23,541 in 2000.

License payments. The Polish Minister of Infrastructure decided on January 19, 2002 1o postpone the payment of
license fees installments of certain Netia operating subsidiaries, originally due in November and December 2001,
until June 30, 2002. The total amount of the deferred installments is approximately EUR 33 million. The Minister of
Infrastructure aiso established deferral fees, in the total amount of approximately PLN 9 million, for the re-

- ore -
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scheduled license fee payments, payable on June 30, 2002. In May 2001, certain of our subsidiaries applied to the
Ministry of Communications and the President of the Office for Regulation of Telecommunication (“URT”) for
confirmation that remaining license fee installments are not due and requesting the return of EUR 92 million in
ficense fees paid by such subsidiaries, due to the expiry of the licenses. Netia submitted these applications based on
the fact that the amounts we agreed to pay for the licenses were directly connected to the period of the license
protection and forecast revenues from the license activities in a semi-closed market, which provided an economic
justification for the cost of the licenses. As a result of the enactment of the new Telecommunications Act and the
premature expiry of the licenses, the protection period was reduced from the expected fiftcen ycars to, at most, three
years, and in the case of Netia Telekom Mazowsze S.A., to six months. In parallel, Netia applied for a return of
EUR 24 million in license fees paid for its domestic long distance license in April 2001. Netia is still awaiting a
response on the above issues from the authorities.

- more -
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PLN'000 2001 2000 4Q01 3Q01 2Q01 1Q01 4000~
Revenues 538,851 442,747 144 868 136,789 134,278 122,916 128,813
EBITDA beforc 78,166 23,179 29,294 17,745 15,973 15,154 8,288
Millennium allowance

Margin % 14.5% 5.2% 20.2% 13.0% 11.9% 12.3% 6.4%
EBITDA after 61,192 23,179 29,264 801 15,973 15,154 8,288
Milleanium allowance

Margin % 11.4% 5.2% 20.2% 0.6% 11.9% 123% 6.4%
Net loss before FX (1,305,047)  (480,386) (516,166) (495,795) (160,059) (133,027) (134,205)
Net profit / (loss) after FX (1,149.217)  (362,046) (286,409) (761,020) (45,031) (56,757 52,929
Net debt** 2,862,423 2,161,245  2862,423 2775926 2,430,291 2,255,963 2,161,245
EBIT (528,899) (1S6,531)  (57.940) (383261)  (48,984)  (38,714)  (47,450)
US§'000 * 2001 2000 4Q01 3Q01 2Q01 _.1Q01 4Q00~
Revenues 135,176 111,067 36,341 34,315 33,685 30,835 32314
EBITDA betore 19,609 5,815 7,349 4,451 4,007 3,802 2,079
Millennium allowance

Margin % 14.5% 5.2% 20.2% 13.0% 11.9% 12.3% 6.4%
EBITDA after 15,352 5,815 7,341 201 4,007 3,802 2,079
Millennium allowance

Margin % 11.4% 5.2% 20.2% 0.6% 11.9% 12.3% 6.4%
Net loss before FX (327.383) (120,509) (129,485) (124,375) (40,152) (33,371) (33,667)
Net profit / (loss) alter FX (288,292) (90,823) (71,848)  (190,909) (11,296) (14,238) 13,278
Net debt** 718,065 542,168 718,065 696,367 609,661 565,929 542,168
EBIT (132,678)  (39.267)  (14,535)  (96.145)  (12.288)  (9,712)  (11,903)

* The UJSS amounts shown in this table and in the entire document have been translated using the exchange rate of PUN 3.9863 = USS$ 1.00, the
average rate announced by the National Bank of Poland at December 31, 2001. These figures are included for convenience only.

** Net debt is defined as long term-debt, including its current portion, less cash, restricted cash and both long and short term portion of escrow

accounts.

* Certain prior period amounts have been restated to reflect the impact of an adjustment to the nomina) cost of licenses to reflect their net
present values in accordance with TAS 38 “Intangible Assets™

- more -
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Kev opecational indicators

Time periods: 4001 3001~  2Q01* 1Q01* 4000
Network data

Number of connected lines (cumulative) 526,402 519,035 576,012 553,798 546,309
Subscriber data

Subscriber lines (cumulative) 343,802 343,634 338,338 328,728 321,073
Total net additions 168 5,296 9,610 7,655 13,913
Business net additions 4,281 5,721 5,847 1,008 8,758
Business subscribers (cumulative) 97,994 93,713 87992 82,145 81,137
Business mix of tatal subscriber lines 285%  273%  260% 250% 25.3%
Internetia [SP users (registered users only) 57,847 64,837 50,789 43,963 36,500
Average monthly revenue per line (PLN) 122 122 121 120 114
Average monthly revenue per business line (PLN) 225 243 239 254 224
Average monthly revenue per residential line (PLN) 81 76 80 75 77
Average monthly revenue per Internetia registered user (biended, PLN) 25 21 22 29

* Following the recently approved general outline of the ten-year business plan and strategy to focus on providing services to
business customers, the number of connected lines reported for the third quarter 2001 has been recalculated in order to reflect
the write-off of 70,200 connected lines due to the future limited utilization of certain existing parts of Netia's local access
network.

~ The number of ringing (ines reported previously for-the first and second quarters of 2001 has been adjusted downwards by
14.924 lines to correct a previous error in the translation of ISDN channels into subscriber lines. Figures related to average
monthly revenue per line, number of business lines, business mix and number of lines in service per employce have also been
restated for the period to reflect this.

Netia is the leading alternative fixed-line telecommunications provider in Poland. Netia provides a broad range of
telecommunications services including voice, data and Internet-access and commercial network services. Netia's American
Depositary Shares (“ADSs”) are listed on the Nasdaq National Market (NTIA), and the Company's ordinary shares are listed on
the Warsaw Stock Exchange. Netia owns, operates and continues to build a state-of-the-art fiber-optic network that, as at
December 31, 2001, had connected 343,802 active subscriber lines, including 97,994 business lines. Netia currently provides
voice telephone services in 24 territories throughout Poland, including in six of Poland's ten largest cities.

Soume of the information contained in this news release contains forward-looking statements. Readers are cautioned that any
such forsvard-looking statements are not guarantees of future performance and involve risks and uncertainties, and that actual
results may differ materially from those in the forward-looking statements as a result of various factors. For a more detailed
description uf these risks and factors, please see the Company's filings with the Securities and Exchange Commission, including
its Annual Repurt on Form 20-F filed with the Commission on April 30, 2001, its Current Report on Form 6-K filed with the
Commission on May 13, 2001, its Current Report an Form 6-K filed with the Commission on August 7, 2001, its Current Report
on [orm 6-K filed with the Commission on November 6, 2001, and its Current Repart on Form 6-K filed with the Commission
on January 18, 2002. The Company undertakes no obligation 1o publicly update or revise any forward-looking statements.

(Tables to follow)

- more -
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E bncome statement ccording te AN

(PLN in thousands unless otherwise stated)

Time periods: 2001 2000 4Q01 3Q01

Audited Audited Unaudited Unaudited
Telecommunications revenue 512,163 395,225 139,269 131,003
Other revenue 26,688 47,522 5,599 5,786
Total revenues 538,851 442,747 144,868 136,789
Interconnection charges (122,211) (112,270) (32,473} (31,666)
Cost of equipment (7,508} (20,359) (703) (608)
Other operating expenses (330,966) (286,939) (82,398) (86,770)
EBITDA before exceptional items 78,166 23,179 29,294 17,745
Millennium allowance (16,974} 0 30) (16,944)
EBITDA after exceptional items 61,192 23,179 29,264 801
Margin (%) 11.4% 5.2% 20.2% 0.6%
Depreciation of tixed assets (172,73%) (130,479) (46,071) (44,780)
Amortization of intangibles (62,892) (23,304) (21,747) (16,287)
Amortization and impairment of goodwill (238,217) (25,927 0 (226,134)
Impairment provision for fixed assets (116,247) 0 (19,386) (96,861)
EBIT (528,899) (156,531) (57,940) (383,261)
Margin (%) -98.2% -35.4% -40.0% -280.2%
Net financial income / (expenses) (230,019) (198,681) 159,305 (376,918)
Other losses 0 (339) 0 0
Effect of default on long-term debt (112,047) 0 (112,047) 0
Effect of canceling the swaps (274,637) 0 (274,637) 0
Loss before tax (1,145,602) (355,551) (285,319) (760,177)
Tax charges (5,424) (2,514) (598) (768)
Minority share in (profit)/loss of subsidiaries 1,809 {3,981) (92) (75)
Net loss (1,149,217) (362,046) (286,409) (761,020)
Margin (%) -213.3% -81.8% -197.7% -556.3%
Loss per share (not in thousands) (37.29) (12.60) (9.29) (24.69)
Weighted average number of sharcs outstanding (not 30,817,291 28,728,709 30,817,291 30,817,291

in thousands)

Nate to financial expenses

Net Interest Expense (385,849) (300,144) (99,767) (99,599)
Net Foreign Exchange gains / (losses) 155,830 118,340 229,757 (265,225)
Amortization of deferred financing costs 0 (12,932) 14 0
QOther financial income / (expenses) ' 0 (3,945) 29,315 (12,092)

- more -
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Balaoce sheet paccordine to FAS awdited)

(PLN in thousands unless otherwise stated)

Time Periods December 31, 2001 December 31, 2000
Cash and cash equivalents 486,946 1,142,850
Restricted investments 47,500 154,989
Accounts receivable

Trade, net 91,838 102,335

Government 15,179 47,963

Other. net 3,510 3,867
Inventories 1,708 2,758
Prepaid cxpenses 9,358 7,545
Total current assets 656,039 1,462,307
Restricted investments 0 50,541
Investments 1,949 20,946
Fixed assets, net 2,454,309 2,347,141
Computer software, net 82,944 61,271
Licenses, net 695,149 740,863
Deferred financing costs, net ¢ 107,645
Other Jong term assets 13,957 10,279
Goodwill, net 0 232,311
Tatal non-curreat assets 3,248,308 3,570,997
TOTAL ASSETS 3,904,347 5,033,304
Current maturities of long term debt - ’ 3.396,869 0
Short term liabifities for licenses 165,613 110,881
Accounts payable and accruals

Trade 170,779 315,777

Ligbility connected with swaps cancellation ' 224,907 0

Accruals and other 163,561 76,045
Deferred income 7.495 4,508
Total current liabilities 4,129,224 510,211
Long term debt 0 3,509,625
Long term liabilities for licenses 92,764 150,747
Minority interest 25,607 82,310
Total non-current liabilities 118,371 3,742,682
Share capital 203,285 203,285
Share premium 1,713,865 1,713,865
Treasury shares (3.611) 3,611)
Accumulated deficit (2,256,787) (1,133,128)
Total shareholders’ equity / (deficit) (343,248) 780,411
TOTAL LIABILITIES AND EQUITY / (DEFICIT) 3,904,347 5,033,304

- more -
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Cinh fTow statement faccording ta [ AS]
(PLN in thousands unless otherwise stated)

Time periods: 2001 2000 4Q01 3Q01
Audited Audited Unaudited Unaudited
Net Loss (1,149,217) (362,046) (286,409) (761,020)
Depreciation and amortization of goodwill 253,565 179,710 67,818 66,922
Amortization of deferred financing costs 0 12,932 ] 0
Amortization of discount on notes 106,830 116,646 11,821 33,668
Minority interest (1,809 3,981 92 75
Impairment of goodwill 220,279 0 0 220,279
Impairment provision for fixed-assets 116,247 0 19,386 96,861
Effect of default on long-term debt 112,047 0 112,047 0
Effect of canceling of swap transactions 274,637 0 274,637 0
Allowance for debtors subject to court settiements ..16974 0 30 16,944
Other losses 0 339 0 0
Decrease in Jong term assets (7,315) (2,185) (8,740) 0
Interest expense accrued on long term debt 285,995 259,441 53,623 78,760
Interest expense accrued on license liabilities 19,894 25,743 7,885 5,147
Foreign exchange (gains) / losses (157,314) . (127,622) (235,587) 258,397
Change in working capital 78,059 - 58,367 6,904 26,104
Net cash provided by operating activities 168,872 . 165,306 23,507 42,137
Purchase of fixed assets and computer software (582,779} (756,657) (68,898) (125,819)
Increase in restricted investments 0 (219,902} 0 0
(Increase) / decrease of investments 8,500 (20,990) 0 0
Purchase of minority interest (60,883) 0 0 (231)
Payments for licenses (3,998) (359,971 0 0
Net cash used in investing activities (639,160) (1,357,520) (68,898) (126,050)
Net proceeds from share issue 0 467,575 0 0
Proceeds from long term debt 0 839,320 0 ¢
Repayment of bank loans and vendor financing 0 (61,481) 0 0
Payment of interest on long term debt (111,355) 0 (56,135) 0
tncrecase / (decrease) in restricted cash 0 0 7,135 (7,135)
Canceling of swap transactions (22,460) 0 (22,460) 0
Contribution from minority shareholders 0 77,331 0 0
Capitalized deferred financing cost 0 (33,514) 0 0
Net cash provided by / (used in) financing activities (133,815) 1,289,231 (71,460) (7,135)
Effect of exchange rate change on cash and cash (51,801} (56,577} (39,591} 70,265
equivalents
Net change in cash & cash equivalents (655,904) 40,440 (156,442) (20,783)
Cash & cash equivalents at the beginning of the period 1,142,850 1,102,410 643,388 664,171
Cash & cash equivalents at the end of the period 486,946 1,142,850 486,946 643,388

HH##
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Telefon 41 {22} 523 4000
Fax +46 1221 523 4040
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Supervisary Board and Shareholdery
of Netia Moldings S.A.

Woh.vcndlmlduuewmym g cangalidoted balmnce sheets of Netia Holdngr 8.A. snd it subsidinries (e “Company”) s at
Deacenibar 31, 2001 aud 2000, acd the relered consolidsicd sisternmnts of pperationg, changes (n sharehaldery’ squity and cah flown
for e yesrs ended Decamber 31, 2001, 2000 snd 1999. Theso fbumcial smramants are the respomsthiiity of the Company's
managrerent. Our responsitility is to oxprons tn opinion on these financial ctatements bused o our medits.

‘We corductssl aur aulits {n sccordence with Intemaronal Sandayds o Audking and wuditing alsrdasds genentily aocepted (o the
Uniled Smues of Amarica Those rmndards require St we plan amd perfonm the audit m shiain reesonslils avsurancs ahont whethee
the financial stetcmcnty wro froc of matorial mismrmant  An audlit hecludes exsmiming, an s K baxis, gvidoncs epporting the
amotmts and disclosures in fic Mancial sulements. An audit alsa incindes assessing the accounting princinlos ased end signiftoanl

estimateg mdn by samugsmen, at wall as svaluadng tie ovenall fuancial sdtmoat prascalstion. ' We beliovo thid our andin
pravide 4 reasoaabis basic for our opinion.

t our opinion, the consolidutnd finentidd stiemeat gudited by ua presenr fhirly, In all mareral respects, the consolidsted Enansial

position of e Campany as a1 Decernber 31, 2001 snd 2000 and the consolidetod resulty of its opemtiong, chionpa in ahsrwholdwrs'

Smundn:nd cash, flows for tha years anded Docamber 31, 2001, 2000 and 1999, in aonformily with niermatiang] Aesounting
L%

Without qualifying our opimon, we drew vtteation Lo Note 2 i the xeeompanying conealitated financisl datomenls, which indicaies
that as gt December 31, 200) the Company's ewrrent lisbiliticy ereosded its crent wxrets by PLN 3,471,185 snd an svert of dafudt
huowwﬁu&wmbﬁm&wclungmwunmuhdmﬁnmmmmhmmmmmlnsuhOf
the ceorvence of the event ol defaull the lishilkdes relering t loog teon deb have bemn reclumified e cgrant Uabiliies
Managemmnt of the Company is In discustions with bandhoiders snd the 8nal gutoomx of thost discusions cennot be deteromined-
There condidans, slong with other mstwrs as st forth in Note 2, indicate fho exislonce of materinl ineerlaintas, which cad
wignificant doubt shout the Compamy'y ubility lo comtinus m2 & going comtrn, The consalidaied fogdcial freniedt do DAt Inshads
ey other adjuslments tha might reault from the mmcome of thess unsertaingdas.

The convenionce wansltians sre discloscd a3 part of tha consolidstd finnoinl siaioments. We have aot uwlilad thesw tremglations
and accordingly wo de nol expreas on opinion tharecs.

hmmdAmwSmduﬂnmymml@mmwmhmmmmmlnmwdlnﬂnummd
Stazes of Americe. The gpplicstion of the latter woald have affeciad the daiermingrion of eonanlidered nel tom for each of the yeart
eaded Decanber $1, 2001, 2000 apd 1599 and the deteemignting of consolidered shareholden® equity / (deficlt) and coatalldamed
ﬁmumunnmbu-n,zommmmmemmmﬂmmwmeunwdmﬂnmddm.
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CrAAMRNITT WTYOM

NETIA HOLDINGS §.A.
CONSOLIDATED BALANCE SHERTS
(All amounte in thourands)
Drvember 31, Decsmber 31,
_No g0
LN
ASSETS
Currnt Astals
Cash und cash AQUIVALEDLS <ttt om 5 1,142,850 436945 122,153
Raaxicied ivvemments. 6 134,989 47500 11,916
Accounts roca{vahle.
Trade, net of aliowsnocs for dowbo\al
acoents PLN 23,053 and PLN 36,192
(USD 9.079) 102,335 91,838 3,038
Governmant — valus added taX . ociee— . 47,363 15179 . 3,808
Otber. —— 3,867 3,510 1:1:)
Inventerics 2,758 1,708 428
Prepaid expenses 7,545 92348
Totn) cnrrenl oszaty 1,463,307 546,035 164,574
Restrirted investments. 6 50,541 - -
Inveatrnenta, . i 20946 1.549 489
Fixed mxyots, ez, 7 12347,161 2454309 615,686
Intangible sasey s :
Licmsas, ot 8. s 740,863 95,149 174,384
Goodwill, nex. .9 232,311 v . -
Defcrred Gnancing OGHS, M. ouii i 10- 107,645 - -
Computey sofcwans, et eie—.... - . 13} 61,271 82,944 20,807
Other Long tOTm A9ELE ..ovusunsirorsocemera i sssstsassaran 10279 13.957 3,500
W “ 5,033,304 3504347 373,441
X/ o Biem
Progistant
A. Hochman
Chisf Financial Officer
Warsrw, Poland
Fcbrusry 18, 2000
Ths accompanying notes are an inegral part of there financial statcments.
1
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NETIA HOLDINGS S.A.
CONSOLIDATED BALANCE SHEETS
(All amounts in thousands)
Convenience
Translation
§ (Note 2)
Deccember 31, December 31, December 31,
Note 2000 2001 2001
(PLN) (PLN) (Unaudited)
LIABILITIES
Current Liabilities
Current maturities of long-term debt... ... 14 - 3,396,869 852,136
Short-term liabilities for licenses ... ... 8 110,881 165,613 41,546
Accounts payable and aceruals ...
315,777 170,779 42,842
Liabilities connected with cancellation
of cash fTow hedges............oos 15 - 224,907 56,419
Accrualsand other ..o 13 79,045 163,561 41,030
Deferted income ..o 4,508 7,495 1,880
Total current liabilities 510,211 4,129,224 1,035,853
Long-term liabilities for licenses 8 150,747 92,764 23,271
Long-termdebt...... .. 14 3,509,625 - -
Total Jiabilities ... ..o 4,170,583 4,221 Y88 1,059,124
Comumnitinents and contingencies .................... o 25 - - -
Minority Jnterest ... 18 82,310 25,607 6,423
Shareholders' (deficit) / equity
Share capital (nominal par value
Of PLN 6 per share).........ooooooiiiiiins 203,285 203,285 50,996
Share premium 1,713,865 1,713,865 429,939
Treasury shares (3.611) (3.611) (906)
Accumnulated defiot . (1,133,128) (2256,787) (566,135)
Total shareholders' (deficit) / equity ........... 780,411 (343,248) {86,106)
Total liabilities and shareholders'
(deficit) / equity ..o 5,033,304 3,904,347 979,441

The accompanying notes are an integral part of these [inancial statements.
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NETIA HOLDINGS S.A.
CONSOLIDATED STATEMENTS OF OPERATIONS
(All amounts in thousands)

Convenience
Translation
Year ended $ (Nate 2)
December 31, Decembier 31, December 31, December 31,
Note 1999 2000 2001 2001
PLN) (PLN) (PLN) (Unaudited)
Revenue
“l'elecommunication services revenue

[nstallation fees. .. 22,571 12,437 » 2,192 550
Monthly fees..... 34,420 89,645 142,068 35,639
Calling charges ... 152,523 284,975 360,707 90,487
Other luluommummnon revenue. ... 8,197 8,128 7,196 1,808
217,711 395,225 512,163 128,481

Other revenue:

SEIVICE ..o e 17,709 24234 18,235 4,574
Sales of equipment........ccoocvveeini 13,677 23,288 8,453 2,121

Total revenue ...........c.cc.oeevierierinni e 249,097 442,747 538,851 135,176
Costs
Interconnection charges.........oooooene (61,994) (112,270) (122,211) (30,658)
Cost of equipment.... e (11,924) (20,359) (7,508) (1,883)
Salaries and benefits............. ... (67,866) (99,845) (104,498) (26,214)
Social security costs., (12,549) (19,221). (20,833) (5,226)
Depreciation of ﬁxed a.\scLs ................... 7 (68,209) (130,479) (172,735) (43,332)
Amortization of goodwill .................... 9 (21,067) (25,927) (17,938) (4,500)
Amortization of other intangible assets ... (29,887) (23,304) (62,892) (15,777)
Impairment of goodwill..............coeni 12 - - (220,279) (55.259)
Limpairment provision for fixed assets..... 12 - - (116,247) (29,162)
Other operdting eXpenses .......ccooevvrene 20 (110,143) (167,873) (222,609) (55,843)
Luss from aperations..................... (134,542) (156,531) (528,899) (132,678)
Financial expense, et .. ......o..coovvveoirnr., 21 (292,574) (198,681) (230,019) (57,702)
Eflect of detault on long term debt ... .14 - - (112,047) (28,109)
Effect of canceling of swap

TANSACUONS. ... oot 15 - - (274,637) (68,896)
OHhET oo e (350) (339) - -
Loss before income tax (427,666) (355,5581) (1,145,602) (287,385)
Income tax (charge)}/ benefit.............. 16 9,646 (2,514) (5,424) (1,360)
Loss before minority interest (418,020) (358,065) (1.151,026) (288,745)
Minonty share in losses / (profits)

Of SUbSIAIATIES . .. oooooveerisces 18 (91 (3,981) 1,809 453
NetJuss ..o (418,931) (362,046) (1,149,217) . (288,292)
Busic and Diluted
Lauss per share (not in thousands).......... 22 (22.48) (12.60) (37.29) (9.35)

The accompanying notes are an integral part of these financial statements.

3
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NETIA HOLDINGS S.A.
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY
(All amounts in thousands)

Tatal
Shareholder
Share Share Treasury  Hedging  Accumulated s' equity /
capital premium shares reserve deficit (deficit)
(PLN) (PLN) (PLN) (PLN) (PLN)
Balance as at Junuary 1, 1999 . . 7117 188,571 - - (352,151) (86,463)
Netloss..ooo - - - - (418,931) (418,931)
[ssuance of shares,
net of related costs .o 93,217 1,087,269 - - - 1,182,486
Shares issued {or stock option plan.... 1,401 - (1,401 - - -
Balance as at December 31, 1999, 173,735 1,275,840 (1,401) - (771,082) 677,092
NELIOSS. oo - - - - (362,046). (362,046)
Issuance of shares,
netof related costs............... 27,000 438,025 - - - 465,025
Shares 1ssued for stock option plan.... 2,550 - (2,550) - - -
Employee stock subscriptions
und stock option exercises ............ - - 340 - - 340
Balance as at Decemnber 31,2000.... 203,285 1,713,865 @B,611) - (1,133,128) 780,411
Eftect of adopting IAS 39.............. - - - (25,424) 25,558 134
Asrestated . ... ... 203,285 1,713,865 3,611 (25,424) (1,107,570) 780,545

Fair value losses on cash flow

hedges, netofax........co..... - - - (249213} - (249,213)
Fair value losses reclassified and

reported in the statement off

OPETAUtONS ... iircri e - - - 47903 - 47903
Canceling of swap trunsactons......... - - - 226,734 - 226,734
Nt 1088, o ’ - (1,149,217) (1,149,217)
Balance as at December31,2001.... 203,285 1,713,865 3,611) - (2,256,787 (343,248)

The accompanying notes are an integral part of these financial statements.

4
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NETIA HOLDINGS S.A.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(All amounts in thousands)

Convenicnee
Traoslation
Year ended S (Note 2)
December 31, December 31, December 31, December 31,
1999 2¢00 2001 2001
(PLN) (PLN) (PLN) (Unaudited)
Cash llows from operating aclivities:
Net loss (418.931) (362,046) (1,149,217) (288,292}
Adjustments to reconeile net loss to net
cash used in operating activiies. ..o,
Depreciation of {ixed uscets und amortization of

goodwill, licenses and other intangible assets . . 119,163 179,710 253,565 63,609
Amortization of deferred financing costs............. 6,803 12,932 - -
Amortization of discount on notes ... 106,137 116,646 106,830 26,799
Interest expense accrued on license liabilities.. ... - 25,743 19,894 4,991
[nterest expense accrued on long term debt ... 130,840 259441 285,995 71,744
Minonty share in profit / (losses) of subsidiaries .. 911 3,981 (1,809 (453)
Impairment of goodwill..............oonn - - 220,279 55,259
Impairment provision for fixed ussets ... - - 116,247 29,162
Eftect of default on long terrn debt ... - - 112,047 28,109
Eftect of canceling of hedge transactions ... - - 274,637 68,896
Allowance for debtors subject to court settlements - - 16,974 4,258
Provision for deferred income X ..., (10,974) - - -
Other losSes ..., 550 339 - -
Increase i long term assets ......oooevien (11,745) (2,189) (7.315) (1,835)
Foreign exchange losses / (gains) on uanslation

of long term debt and restricted investments. ... 48,362 (127,622) (157,314) (39,464)
Changes in working capital .....coc.oveino (40,170) 58,367 78,059 19,580

Net cash provided by operating activities (69,060) 165,306 168,872 42,363
Cush flows used in investing activities:
Purchase of fixed assets and computer software ... (697,199) (756,657) (582,779) (146,195)
Purchase of minority interest shareholdings in

SUBSIAIAICS .o\ - - (60,883) (15,273)
(Tncrease) / decrease of investments... - (20,990) 8,500 2,132
Increase of restricled investments ... (205,698) (219,902) - -
Payments for licenses... . (67,625) (359,971) (3,998) (1,003)

Nct cash used in inv cstmg actmnes .................... (¥70,522) (1,357,520) (639,160) (160,33%)

Net cash provided by financing activities:
Net proceeds from issuance of shares................. 940,579 467.575 - -
Proceeds from long term luans and liabilities ... 811,858 839,320 - -
Repayment of bank loans and vendor financing. ... - (61,481) - -
Payment ol inlerest on long term debt................ - - (I11,355) (27,934)
Cunceling of swap tansactions.......c...oooeen.. - - (22,460) (5,634)
Contobution trom minority shareholders in ‘

SUBSIALATIES ... - 77,331 - -
Capitalized deferred financing costs... . (22,331) (33,514) - -
Increase / (decrease) in related party bmomng:. (2,478) - - -

Net cash provided by / (used in) financing
activities........................... . 1,727,628 1,289,231 (133,815) (33,568)
Etlect of exchange rate change on cash and cash
equn'alent: 115,574 (56,577) (51,801) (12,993)
Net change in w.sh dnd Ldsh equnalemx ................. 803.620 40,440 (655,904) (164,539)
Cash and cash equivalents at beginning of year ... 298.790 1,102,410 1,142 850 286,694
Cash and cash equivalents
atendofyear ... 1,102,410 1,142,850 486,946 122,155

The accompanying notes are an integral part of these financial statements,
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(All amounts in thousands)

Convenience
Translation
Year ended $ (Note 2)
December 31, December 31, December 31, December 31,
1999 2000 200} 2001
(PLN) (PLN) (PLN) (Unauditcd)
Changes in working capital
COMPONENLS . ...
Trade receivables .. (52,145) (23,832) 10,497 2,633
Government recetvables.................. (1,894) (3,693) 32,784 8225
Other recetvables e 662 928 357 90
TMVEMOTIES ... ovvveerereeresreeesoeeeeee o (1,702) (58) 1,050 263
Prepaid expenses...........ooooiieeen (7.914) 1.372 (1,813) (455)
Trade craditors............ RO 35,040 $3,695 20,418 5,122
Payables to related partics ... (7.217) (4,688) - -
Accruals and other payables...... (5,534) 1,466 11,779 2,953
Peferred income ... ... 534 3,175 2,987 749
(40,170) 58,367 78,059 19,580
Supplemental disclosures:
Convenience
Translation
Year ended § (Note 2)
December 31, December 31, December 31, December 31,
1999 2000 2001 2001
- (PLN) (PLN) (PLN) (Unzudited)
Interest paid ... 143,589 258,762 256,868 64,438
Income taxes paid / (recovered)............... - 9,134 (4,915) (1,233)

Toterest paid during the year ended Devember 31, 2001 includes PLN 111,355 of payment from the Company’s cash and

cash equivalents and PLN 145,513 from the Company’s investment accounts,

Noun-cash investing and finsncing activities:

The Company incurred the following liabilities at the end of each year that were related to fixed asset or construction in

progress additions:

Convenience
Translation
Year ended $ (Note 2)
December 31, December 31, December 31, December 31,
1999 2000 2001 2001
(PLN) (PLN) (PLN) (Unaudited)
215,131 296,694 154,604 38,784

The accompanying notes are an integral part of these financial statements.

6
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NETIA HOLDINGS S.A.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amounts in thousands)

The Company

Netia Holdings S A. ("the Compuny™) was formed in 1990 as 4 joint stock company established under the laws of Poland.
The Company is cngaged through its subsidianes in the design, construction and operation of modern digital
telecommunication and data transmission networks. Through its 100% owned subsidiary Internetia Telekom S.A.
(“Internetiz”) the Company offers tnternet services. The Company is also engaged in iustallation and supply of specialized
mobile radio services (public trunking) in Poland through its 58.2% owned subsidiary, Uni-Net Sp. z 0.0. (“Uni-Net™).

The Company is subject to the periodic reporting requirements in the U.S. ot the Securities Exchange Act of 1934, as
amended, and of the Polish reporting requirements for companies listed on the Warsaw Stock Exchange. Its Amencan
Depositary Shares (“ADSs™) have been listed for trading on- the NASDAQ stock market (“NASDAQ”) since August 1999
and its erdinary shares have been listed for trading on the Warsaw Stock Exchange since September 2000,

The Company’s subsidiaries oblained licenses {rom the Ministry of Communications of Poland ("MOC") for the
provision of local telephone services in areas including six of the Poland's biggest cities — Warsaw, Gdansk, Krakow, Poznan,
Katowice and Lublin. One of the Compuny’s subsidiaries, Netia 1, received a license for domestic long distance telephone
services, As of January 1, 2001, on the basis of the new Telecommunication Act (NTA™) all telephone licenses were
converted by virtue of law into telecommunication permits.

The Company is incorporated in Poland with its principal executive office-located at ul. Poleczki 13, 02-822 Warsaw,
Polund.

Going Concern

These financial statements have been prepared on the basis that the Company is a going concern. As at December 31,
2001, the Company had an accumulated deficit of PLN 2,256,787, sharehoiders’ deficit of PLN 343,248 and a working
capital deficit of PLN 3,473,185, Additionally, an evert of default has occurred with respect to the Company’s long term debt
as a result of the failure to make certain interest payments. As a result of the occurrence of the events of default and the
possibility that the notes could be accelerated, the liabilities relating to long term debt have been reclassified as current
Liabilities in the consolidated financial statements.

The Carnpany has entered into negotiations with the holders of more than a majority of the aggregate principal amount of
its notes, aimed at achieving a substantial reduction of its debt burden. A tender offer for the repurchase of the Company's
notes, commenced in November 2(101, did not attract the required percentage of bondholders for the tender to be effective. In
December 2001, the Company did not make the interest payments on its 1999 Seruor Dollar Notes and 1999 Senior Euro
Notes, as well as the swap payment relating to these coupon payments. The Company and Management are continuing
discussions with bondholders with respect to the exchange of a portion of their debt into equity. The Company’s defaults on
1ts debt instruments are described in Note 14,

Management is undertaking steps aimed at preserving the Company's cash and has adopted a revised business plan,
general guidelines of which have been approved by the Supervisory Board. The business plan contemplates substantial
reductions in capital and operating expenditures in comparison with the Company’s prior plans, In addition, the Company’s
subsidiaries have submitted claims to the Polish regulatory authorities seeking to confirm expiry, cancellation or deferral of
the Company’s remaining license fee obligations. The Company has received a deferral of nominal license payments of EUR
32,943 (PLN 116,022 at the December 31, 2001 exchange rate) until June 30, 2002, subject to & PLN 9,287 deferral fee. Cash
and cash equivalents held by the Comparny as at December 31, 2001 were PLN 486,946. Management may consider taking
other steps that it and the Company’s Supervisory Board consider necessary and appropriate to continue the Company’s
operations. These steps may include a further reduction of both operating and capital expenditures planned for 2002 and other
attemipts to reduce and/or refinance the Company’s long term debt. As a result of, amongst other things, these factors and the
requirements of Polish law, the Company may be required to commence bankruptcy or arrangement proceedings. Applicable
Polish law requires the Company to file for bunkruptey within 14 days from the time it ceases to pay its liabilities or its
liubilities exceed its asscts (ie., negative equity). The Company may avoid the requirement to file for bankruptey by
petitioning tor urmngement proccedings, which — when opened by a court - will prevent the declaration of the Company’s
bankruptcy, as long as the arangement proceedings are open. The Company and some of its subsidiaries are currently
considering liling arrangement petitions. The arrangement proceedings would allow the Company to continue its day-to-day
operations. The vondition of negative equity could be reversed upon a reduction of the Company’s debt and increase of share
capital 1l an agreement were reached with the bondholders. Discussions with the bondholders arc continuing.

The material uncertainties related to the factors described above cast significant doubt as to the Company’s ability to
conlinue as a going concern and, therefore, the Company may be unable to realize its. assets and discharge its liahilities in the
normal course of business. Howcver, Management believes that the Company will be able to continue its business activities
and, therefore, hay prepared the cunsolidated financial statements on a going concern basis.
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NETIA HOLDINGS S.A.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amounts in thousands)

3. Busis of Presentation and Summary of Significant Accounting Policies

The Company maintains its accounting records and prepares statutory financial statements in accordance with Polish
accounting and tax regulations. These financial statemenits have been prepared based upon the Company’s accounting records
in order to present the [inancial position, results ol operations and of cash Hows in accordance with Intermational Accounting
Standards (“IAS™).

In 2600 the Company adopted [AS 36 “Impairment of Assets”, IAS 37 “Provisions, Contingent Liabilities and
Contingent Assets™ and 1AS 38 “Intangible Assets™. The effects of adopting these standards, if any, arc [urther described in
the notes to these financial statements.

In 2001 the Company adopted IAS 39 "Financial Instruments - Recognition and Measurcment". Eflects of the adoptien,
il any, are turther described tn the notes to these financial statements.

JAS vary in certain important respects from accounting principles generally accepled in the United States of Amenca
(“U.S. GAAP™). See Note 26 for a reconciliation of net loss and shareholders’ equity/(deficit) based on [AS to U.S. GAAP.

Measurement basis

Until December 31, 1996, Poland was considered to be a hyperinflationary economy. The financial statements for the
periods through that date were prepared under the historical cost convention as adjusted for the effects of inflation in
accordance with the [AS 29, "Financial Reporting in Hyperinflationary Economies”. The inflated values in Polish Zloty
(PLN) at December 31, 1996 tor balance sheet items became the new historical basis for subsequent periods.

US Dollar Convenience Translation (Unaudited) 3

“The US Dollur amounts shown in the accompanying financial statements have been translated at December 31, 2001 and
for the year ended December 31, 2001 from Polish Ztoty only as a matter of arithmetic computation at the Polishk Zloty
exchange rate of PLN 3.9863 = USD 1.00, the rate published by the National Bank of Poland and effective on December 31,
2001. These amounts are unaudited and are included for the convenience of the reader only. Such translation should not be
construed as a representation that the Polish Zloty amounts have been or could be converted into US Dollars at this or any
other rate.

Principles of Consolidation

Subsidiary undertakings, which are those companies in which the Company, directly or indircctly, has an interest of more
than one half of the voting rights or otherwise has power to exercise control over the operations, have been consolidated.
Subsidianes are consolidated from the date on which effective control is transferred to the Company and are no longer
consolidated trom the date on which control ceases. All intercompany transactions, balances and unrealized gains on
tansactions between subsidiaries of the Company have been eliminated; unrealized losses are also eliminated unless the cost
cannot be recovered  Separate disclosure is made of minority interest. Negative minority interest resulting from negative net
asscts of subsidiaries is not recognized unless there is a contractual commitment by the minority shareholders to cover the
losses.

Use of Estimates
The preparation of linancial statements necessarily requires management to make estimates and assumptions that affect
the reported amounts of assets and labilities and disclosures of contingent assets and liabilities at the date of the financial

statements and reported revenues and expenses during the reported period. Actual results could differ from these estimates.

Reclassifications

Certain prior periods” amounts have been reclassified to conform to the 2001 presentation.
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NETIA HOLDINGS S.A.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amounts in thousands)

Cask and Cash Equivalents

Cash and cash equivalents are carried in the balance sheet at cost. For the purposes of the cash flow statements and,
bulance sheet the Company considers all highly liquid debt instruments purchased with an imtial maturity of three months or
less 1o be cash equivalents.

Financial Instruments

Financial instruments carricd on the balance sheet include cash and cash equivalents, investments, accounts receivable,
trade payubles, long-tenu debt and financial derivatives. The particular recognition methods adopted are disclosed in the
individual policy statements associated with each item.

Trade Receivablex

Trade receivables are carried at onginal invoice amount less an estimate made tor doubtful receivables based on a review
of all vutstanding amounts at the year end. Bad debts are written off when identified. If it is probable that the Company will
not able to collect all amounts due according to contractual terms of receivables, an impairment loss ts recognized. The
impairment loss 1s measured as the difference between the carrying amount of receivables and the present value of expected
tuture cash flows discounted ut the imputed inlerest rate.

Ifnvenstories

Inventories are stated at the lower of historical cost or net realizable value, generally determined on a first-in first-out
(FIFO) busis. Where necessary, provision is made for obsolete, slow moving or defective inventory.

Impairment

Wherc an indication of impairment of fixed assets, permits, goodwill, computer software costs and other intangible asscts
exists, the carrying value of an asset is assessed and written down immediately (o its recoverable amount. Intangible assets
not vet avattuble for use are also reviewed for impaimment on an annual basis.

Fixed Assets and Network Under Construcrion

Vixed assets are slated at cost, plus related inflation through December 31, 1996, Network under construction represents
the accurnulation of costs associated with the construction of the telecommunications and data transmission networks and
other tangible fixed assets. The Company includes in the construction cost of its networks all eligible borrowing costs
(including interest costs and foreign exchange guins and losses) and administration and other overhead costs directly
attributable to the acquisition or construction of assets. Costs relating to the network under construction are transferred to the
related fixed asset account and depreciation begins when operations commence.

The costs of repairs and maintenance are capitalized if they improve the related asset or extend its useful life.

Drepreciation expense is recorded utilizing the straight-line method over the cstimated useful lite of the assets. These lives
are surynarized as follows:

Term
LA e e infinite
BUIINES ..o et e 40 years
Long term ground lease.,. . 99 years
Base stations (Uni-Net) ... oo e e 7 to 13 years
TIAMNIUSSION TEIWOTK ... iecvt ittt oo 15 years
Switching systemy ... 10 years
Machinery and equipment ... . 4 to 8 years
OEC CYUIPIMCIL L e e e e .. 3 to 8 years
Office RUMMUIITE ... e oo et oo - S years
VehIeles. e e e S to 6 years
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NETIA HOLDINGS S.A.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amounts in thousands)

Licenses

L.icenses are stated at cost less accumulated amortization. If payment for the licensc is deferred beyond normal credit
lerms, its cost ix the net present value of the obligation. The present value of the obligation is calculated using the Company’s
effective borrowing rates at the time the licence was granted. Any differences between the nominal price of the license and its
net present value are treated as interest costs. Interest costs are capitalized up until the time when the network in that license
territory becomes operational or are recognized as intercst expense over the perjod of the obligation. Amortization of the
license also comumnences once the related network is operational and is recorded on a straight-line basis until the end of the
grunt period. The amortization period is 12 to V4 years.

Goodwill

Goodwill represents the excess of the cost of an acquisition orthe fair value of the shares received over the fair value of
the Company’s share of the net assets of the acquired subsidiaries at the date of acquisition. Goodwill resulting from the
acquisition of subsidiaries 1s amortized over the period of the related licenses using the straight-line method.

Computer Software Costs

Costs that are directly associated with identiliable and unique software products controlled by the Company and which
have probable economic benefits, exceeding the cost, beyond one year, are recognized as intangible asscts. Direct costs
include statl costs of the software development team and an appropriate portion of relevant overheads.

Expenditure, which enhances or extends the performance of computer software programmes beyond their original
specifications is recognized as a capital improvernent and added to the original cost of the software. Computer software
development costs recognized us assets are amortized using the straight-line method over their useful lives, not exceeding a
period of § vears.

[nvestinents

Al January 1, 2001 the Company adopted LAS 39 — Financial Instruments: Recognition and Measurement (“IAS 397).
The eflects of adopting this standard are summarized in the consolidated statements of changes in sharcholders” equity /
(deficit) and further information is disclosed in the notes {o these consolidated financial statements,

Upon adoption of [AS 39, the Company classified its investments into the following categories: trading, held-to-maturity
and uvailable-for sale, if applicable. Investments that are acquired principally for the purpose of generating a profit from
short-term fluctuutions in price are classitied as trading investments and included in current assets. During the year ended
December 31, 2001, the Company did not hold any investments in this category. Investments with fixed maturities that the
munagement has the intent and ability to hold to maturity are classified as held-to-maturity and are included in non-current
assets, unless they mature in less than twelve months from the balance sheet date. The Company has classified its restricted
investments (principally government securities designated for application to fund interest payments on the Company’s long
term debt) into this category. Investments intended to be held for an indefinite period of time, which may be sold in response
to needs for liquidity or changes in interest rates, are classified as available-for-sale. These are included in non-current assets
unless management has the express intention of holding the investment for less than twelve months from the balance sheet
date or unless they will need to be sold to raise operating capital, in which case they are included in current assets. During the
vear ended December 31, 2001 the Company did not hold any investments in this category. Management determines the
appropniate classification of its investments at the time of the purchase and re-evaluates such designation on a regular basis.

All purchases and sales of investments are recognized on the trade date, which is the date the Company commits to
purchase or sell the asset. Cost of purchase includes transaction costs. Trading investments are subsequently carried at fair
vulue, whilst held-to-matunity investments are carried st amortized cost using the effective yield method. Realized and
unrealized gains and losses anising from changes in the fair value of trading investments arc included in the statement of
operatons in the period in which they arise.
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Long Term Debt

Upnn the adoption of IAS 39, the Company stated its long term debt at amortized cost using the effective yield method
und the difference between that cost and the amount payable, net of discount and deferred financing costs, was recognized as
the eflect of adopting IAS 39 in the opening accumulated deficit. As a result of the defaults on the Notes descnbed in Note
14, the debt of the Compuny is treated as short term and the effective interest method value of the debt equals its face value.

prior to the adoption of IAS 39, the Company had carried its long-tenm debt at the amount payable, net of discount in the
case of discount bonds. Discounts were amortized over the discount period using the effective yield method. Costs incurred
in obtaining Nnancing were deferred and amortized to financial expense over the terin of the credit facility or the maturity of
the outstanding notes.

Long term debt is recognized 1itially at the proceeds received, net of trunsaction costs meurred. In subsequent periods,
borrowings are stated at amortized cost using the effective yield method; any difference between proceeds (net of transaction
costs) and the redemplion value is recognized in the income statement over the period of the borrowings.

Retirement Benefits

The Company pays social security taxes on each employee to the Polish Government. The Company has no other
employee retirement plans.

Share Capital

All shares outslanding issued by the Company are classified as equity. External costs directly attributable to the issue of
new shares are shown as a deduction, net of tax, in equity from the proceeds.

Revenue

Telecommunications and other revenue is stated net of discounts and value added tax.
(1} Teleommunications Revenue

Telecommunications revenue includes mainly installation fees, monthly charges and calling charges. The Company
records revenue from installation fees, which are not in excess of selling costs, when the customer is connected to the
network. Other telecommunication revenue comprises the provision of internet and ISDN services as well as the sale of
tclecommunications accessories; revenues for these transactions are recognized when the service is provided or when the
goods are sold.

(2)  Other Revenue

Other revenue includes revenue from specialized mobile radio service (public trunking), through the Company’s
subsidiary. Uni-Net.  Service revenucs are recorded when the service is provided.  Revenue from the sale of equipment is
recorded when (he customer takes delivery.

Interconnection charges

Intercounection with other telecommunication operators is required to complete calls that originate on but terminate
outside of the Company’s network or originate outside the network und terminate within it, or are only transfered through the
Company's network.. The Company pays interconnection charges based on agreements established with other
telecormumunication operators,

Foreign Exchange Gains and Losses

Foreign currency transactions are accounted for at the exchange rates prevailing at the date of the transactions. Gains and
losses resulting tiom the settlement of such transactions and from the translations of monetary assels and liabilities
denominated in foreign currencies, are recognized in the income stalement or capitalized as part of network under
construction n sccordance with the Company's fixed asscts capitalization policy when the exchange differences arise from
{oreign currency borrowings used to finance seli constructed assats,
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Deferred Income Taxes

Deterred income tax 15 provided, using the liability methed, tor all temporary ditferences arising between the tax bascs of
avsets and liabilites and their camying values for tinancial reporting purposes. Currently enacted tax rates are used to
determine deferred income tax. The prncipal temporary differences arise from interest and foreign exchange dillerences and
tux Jusses carried forward. Valuation allowances are recorded for deferred tax assets when 1t is likely that tax benefits will not
be realized.

4. Financial Risk Management

Financial Risk Fuctors

"The Cotnpany’s activities expose it to a vaciety of financial risks, including the effects of changes in debt and equity
market prices, foreign currency exchange rates and interest rates. The Company’s overall risk management program focuses
ou the unpredictability of financial markets and seeks to minimize potenlial adverse eftects on the financial performance of
the Company. The Company has been using denvative financiul instruments such as cross-currency swap transactions to
hedge certain exposures.

Risk management has been carmied out by a central treasury department under policies approved by the Company’s
Maunagement Board. The treasury department has been identifying, evaluating and hedging financial risks in close co-
operalion with the operating units. The Management Board provides written principles for overall risk management, as well
as written policies covering specific areas, such as foreign exchange risk, interest rate risk, credit risk, use of denvative
financial instruments and investing excess liquidity.

[roreign Exchange Risk

‘The Company”s revenues and costs are predominately denominated in Polish Zloty, other than payments made under the
construction contracts, which are linked to the U.S. Dollar and Euro. The Company raises long term debt on intemnational
financial markets and s exposed to foreign exchange tisk ansing from various currency exposures primarily with respect to
the 1.8, Dollar, Deutschmark and Euro. Through its wholly owned subsidiades, the Company used cross-cumency swap
transactions to hedge its cxposure to foreign currency risk in the local reporting currency. Those contracts have been
designated as hedges of an exposure to changes in future cash {lows anising from foreign exchange risk.

Interest Rate Risk

The Company’s income and operating cash tlows are substantially independent of changes in market interest rates.
‘The Company policy is to maintain approximately all of its borrowings in fixed rate instruments. Interest rates of virtually all
categories of long term debt are fixed.

Credit Risk

- The Campany has no significant concentrations of credit risk. Denivative counterparties and cash transactions are limited
to high credit quality financial institutions.

Liquidity flisk

Prudent liquidity nisk management implies maintaning sufficient cash and marketable securities, the availability of
funding through an adequate amount of committed credit facilities and the ability to close out matket positions.

Accounting for Derivative Financial Instruments and Hedging Activities

Derivative financial instruments are initially recopnized in the balance sheet st cost and subsequently are remeasured at
their fuur value. The resulting gains or losses on derivatives that are not part of a hedging relationship are recognized in the
statement of operations. The method of recognizing the resulting gain or loss on derivatives that are part of a hedging
relationship ts dependent on the nature of the iterm being hedged. On the date a derivalive contruct is entered into, the
Company designates such denvative as either (1) a hedge of the fuir value of a recognized asset or liability (fair value hedge),
{2) a hedge of a forecasted transaction or of a firm commitment (cash flow hedge), or (3) a hedge of a net investment in 4
forcign entity, 1t applicable.
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Changes in the faic value of derivatives that are designated and qualily as fair value hedges and that are highly eflective
are tecorded 1n the income statement, along with any chunges in the fair value of the hedged asset or liability that is
attributable to the hedged nsk.

Changes in the fair value of derivatives that are designated and qualify as cash flow hedges and that are highly effective
are recognized in equity, Where the forecasted transaction or firm commitment results in the recognition of an asset or of a
liability, the gains and losses previously deferred 1ir equity are transferred from equity and included in the initial measurement
of the cost of the asset or liability. Otherwise, amounts deferred in equity are transferred to the income statement and
clussificd us revenue or expense in the same periods durtng which the hedged firm cormynitment or forecasted transaction
affects the ineome statement.

When a hedging instrument designated as a cash tlow hedge expires or is sold, or when a hedge no longer meets the
crileria tor hedge accounting under 1AS 39, any cumulative gain or loss exising in equity at that time remains in equity and is
recognized, when the committed or forecasted transaction ultimately is recognized in the income statement. However, if a
committed or forecasted transaction is no longer expected to occur, the cumulative gain or loss that was reported in equity is
immediately transterred to the incomne statement.

The Company documents at the inception of the transaction the relationship between hedging instruments and hedged
1tems. as well 45 its nsk management objective and strategy for undertaking various hedge transactions. This process includes
linking all derivatives designated as hedges to specific assets and liabilities or to specific fum commitments or forecast
trunsactions. The Company also documents its assessment, both at the hedge inception and on an ongoing basis, whether the
derivatives that are used in hedging transactions are highly effective in oflsetting changes in fair values or cash flows of
hedged items.

The fuir values of various derivative instrurments used for hedging purposes are disclosed in Note 15. Movements on the
hedging reserve in shareholders® equity are also shown in Note 15.

Fair Value Estimation

‘The fair value of publicly traded derivatives and truding and available-for-sale securities is based on quoted market prices
at the balunce sheet date.

In assessing the fur value of non-traded derivatives und ather financial instruments, the Company uses a variety of
methods and makes assumptions that are based on market conditions existing st each balance sheet date. Other techniques,
such as oplion pricing models and estimated discounted value of future cash flows, are used to determine fair value for the
remaining [tnancial instruments.

The face values less any estimated credit adjustments for financial assets and liabilities with a maturity of less than one
year are assumed to approximate their fair values. The net book value and fair value of long term fixed rate debt at
December 31, 2001 {s PLN 3,396,869 and PLN 585,960, respectively. The fair value of the long term debt was determined
using market quotes at the balance sheet date.

s Cash aund Cash Equivalents

December 31, December 31,
2000 2001
(PLN) (PLN)
Cash at bank and in hand 304,421 486,946
Short term bank deposits 838,429 -
1,142,850 486,946

‘The short term bank deposits consist primarily of funds deposited with asset management institutions, which are invested
in vagious government bonds and short term securities. These funds can be withdrawn upon demand of the Company. The
weighted average effective interest rate on those deposits was 4.25% und 5.66% in the year ended December 31, 2001 and
2000, respectively. In December 20071 all such deposits were converted into cash held in bunk accounts,

13
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Restricted Investments

December 31, December 31,
2000 2001
(PLIN) {PLN)
Current portion
2000 Notes — Investment ACCOUNL .. ovui oo oo 102,615 47,500
1999 Dollar Notes — [nvestment Account................ R 26,614 -
1999 Curo Nates - Investment ACCOURt ..o e, 25,760 -
154,989 47.500
Non-current portion
2000 Notes — Investment ACCOUNL. ..ot e 50,541
50,541 -
205,530 47,500

In June 1949, the Company deposited USD 24,770 and EUR 26,281 (PLN 205,698 at the exchange rate in effect on that
date) in an “Investment Account” with the trustee for its 1999 Dollar-Notes and 1999 Euro Notes. All amounts were invested
in US Treasury Notes and German Government Treasury Notes bearing fixed interest rates ranging from 3% to 8.75% and
only might be used to satisfy the Company’s interest payments of the 1999 Dollar Notes and 1999 Euro Notes. The last
payment trom the “Investment Account” was made in June 2001.

In June 2000, the Company deposited EUR 52,400 (PLN 219,902 at the exchange rate in effect on that date) in an
“Investment Account” with the trustee for its 2000 Notes. All amounts are invested in German Government Treasury Notes
bearing fixed interest rales ranging trom 4.5% to 5.0% and only may be use to satisfy the Company’s interest payments on
the 2000 Notes. The German Government Treasury Notes expire in six month increments set to coincide with the interest
payment dates established under the terms of the 2000 Notes. The effective interest used for calculation of the book value
relating to this Investment Account is 3.87% per annum. As of December 31, 2601, three payments of EUR 13,750 have been
made from Lhis account,

Fixed Assets and Network under Construction

December 31, December 31,
Assets at Adjusted Cost 2000 Additiuns Transfers Disposals 2001
PLN} FLN) (PLN) (PLN) PLN)
Builldmgs....oooooooovieiii 88,620 - - (675) 87,945
Land...... ..o, 612 13,893 - - 14,505
Long leom ground lease 5,400 - : - - 5,400
Transmission neiwork 1,011,273 - 302,328 (58) 1,313,543
Switching system ... .. 639,380 - 208,640 - 848,020
Base stations (Uni-Net) 12,289 - 159 - 12,448
Machinery and equipment ............ 68,566 92,045 - (2,447) 158,164
Oftice turniture and equipment...... 84,377 23,171 - (936) 136,612
Vehieles. i e 19,325 1,722 - (1,527) 19,520
1,929,842 130,831 511,127 (5.643) 2,566,157
Network under construction........... 673,614 268,060 (511,127) (1,120) 429427
2,603,456 398,891 - (6,763) 2,995,584
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December 31, Depreciation December 31,
Accumulated Depreciation 2000 Expense Disposals 2001
(PLN) (PLN) (PLN) {PLN)
Bulldings o 3,436 1,713 (33) 7,116
Long term ground lease ... 167 91 - 258
Transmission network 95,082 75,006 (36) 170,052
Swiatehing SYStem ..o 96,114 55,024 - 151,138
Base stations (Unid-Net) ... ... 10,156 1,779 - 11,935
Machinery and cquipment ......... 11,456 18,327 (1,958) 27,825
Oftice furniture and equipment.. 28,012 16,941 (907) 44,046
Vehicles.. e 9,892 3,854 (1,088) 12,658
256,315 172,735 (4,022) 425,028
December 31, Impairment December 31,
Impuirment Charge 2000 Charge 2001
: (PLN) (PLN) PLN)
Transmission network (see Note 12) ..o - 97,024 97,024
Network under construction (see Note 12} ......... - 19,223 19,223
- 116,247 116,247
December 31, December 31,
Net Book Value 2000 2001
(PLN) (PLN)
BUIRLIRES © e 83,184 80,829
LAnG . e e e e 612 14,505
Long tenm ground lease ., 5,233 5,142
Transtission network ... . 916,191 1,046,467
SWICRING SYSLEIM ...ttt ettt et sen e e e 543266 696,882
Base stations (Unt=Net) ... e 2,133 S13
Machinery and equipment......... ’ 57,110 130,339
Oftice funuture and equipment.. 56,365 62,566
Vehicles. ..o 9,433 6,862
1,673,527 2,044,105
Network Under CONSTUCTHON. ...ttt e e er e ees e retaeena e 673,614 410,204
2,347,141 2,454,309

Overhead costs directly attributable to the acquisition or construction af assets amounting to PLN 26,335, PLN 35,516
and PLN 30,109 and financial costs of PLN 127,868, PLN 27,135 and PLN 3,525 were capitalized to network under
construction duning the years ended December 31, 1999, 2000 and 2001, respectively. The capitalization rate used to
determine the amount of financial costs that were eligible for capitalization was based upon the Company’s effective
borrowing rates of 9.25%, 9.29% and 11.45% for the years ended December 31, 1599, 2000 and 2001, respectively.
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NETIA HOLDINGS S.A.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amounts in thousands)

Licenses

Certain subsidiaries of the Company hold fixed tenn penmts for the operation of local telecommunication networks on a
non-exelusive basis in specificd arcas throughout Poland. The companies obtained their telecommunication permits through
their conversion trom lelecommunication Jicenses issued under the regulations of the previous Telecommunication Act. The
conversion took place by virtue of law on January 1, 2001 upon the entrance into force of the NTA. Currently, each license or
penit holder is obligated to provide public telecomununications services through its network for Jocal traffic and through
interconnection with the intemnational networks of Telekomunikacja Polska S A. for international traffic. The domestic long
distance trafite ts carned through the network of Netta T or other telecommunication operators in areas where Netia 1 does
not have its own network. The terms of interconnection in each area of our presence were negotiated separately subject to
guidelines established by the Minister of Communications ("MOC") prior to 2001 and by the telecommunications market
regulator in Poland - the President of the Office for Regulation of Teleconununictions (“ORT”).

The NTA, which came into effect i January 2001, allows any operator to apply lor a permut to render any
telecommunication scrvices within the whole termitory of Poland. The cost of obtaining such a permuit is Euro 2,500 (not in
thousands). The Company's subsidiaries have been engaged in a number of administrative and judicial proceedings for the
redemption of outstanding license fees and the return of fees already paid since January 1, 2001

According to the Minister of Infrastructure, who has taken over the outstanding responsibilities of the dissolved MOC,
despite of the conversion of licenses into permits as of January 1, 2001 and despite of the freedom of entry into the Polish
telecommuniations market for new operators, the Company’s subsidiaries are required to complete their license fee payments
over the next ten years.

When the licenses obtained by Netia Telekom Silesia S.A. (“Silesia™), Netia Telekom Telmedia S.A. (“Telmedia”), Netia
Telekom Mazowsze S.A. (“Mazowsze”) and Netia 1 Sp z o.0. (‘Netia 1) were issued, the MOC’s policy for the
development of telecommunications market in Poland envisaged the issuance of no more than one local license to an operator
who would have the right to compete with Telekomunikacja Polska S.A. in such zone. An exception to this duopoly:model
was made m tavor of the city of Warsaw, where licenses were issued to two operators — among them Mazowsze. With respect
to domestic long distance services, the MOC decided that three operators in addition to TP SA would hold licenses for these
services. Accordingly, licenses for telecomunications services in Poland were issued for 15-year periods, and all business
plans were planned under the sssumption that such 15-year period would enable the operators to operate in a duopolous
environment. License fees were established by the MOC and accepted by the Company in conjunction with the terms for
which the licenses were issued, under the same assumption.

All operating subsidiaries of the Company have requested the President of the ORT to specify which of the conditions of
their permits ~ including the areas covered by the permits ~ are equal to the condilions of their pre-existing licenses. No
decision has been received uniil the day these consolidated tinancial statements have heen signed,

‘The table below presents the movements of the assets recorded in relation to the value of licenses obtained.

Effect of

December 31, payment December 31,

Gross bouk value 2000 deferral ‘Additions 2001

(PLN) (PLN) (PLN) (PLN)

Local telecommunication licenses/permits .. 661473 4,217 2,424 668,114
Datacom and mternet licenses/permits..... ... 7417 - - 7417
Domestic long distance licenses/permits ...... 114,854 - - 114,854
783,744 4,217 2,424 790,385

The Company’s subsidiaries reccived a deferral of their license fee payments due in 2001 until June 30, 2001 from the
Ministry ol Infrastructure. On June 30, 2002 the subsidiaries will be obligated to pay a prolongation payment of PLN 9,287
As a result of the prolongation, the Company increased the amount of its intangible assets and the corresponding license fee
obligations by PLN 4,217 based on the present value of the changed future obligations. Additions to the valuc of the local
telecommunication permits in the amount of PLN 2,424 consist of interest capitalized duning the year ended December 31,
2001, betore the relaled networks became operational.
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Dcecember 31, Amortization December 31,
Accumulated amortization 2000 Expense 2001
(PLN) (PLN) (PLN)
Local teleconununication licenses/permits .. 40,299 43,964 84,263
Datacom and internet licenses/permits.......... - 560 560
Domestic long distance licenses/permuits ... 2,582 7,831 10,413
42 881 52,355 95,236
Dccember 31, December 31,
Net bouk value 2000 2001
(PLN) PLN)
Local telecommunication licenses/permits ... 621,174 583,851
Datacom and intemnet licenses/permits.......... 7417 6,857
Domestic long distance licenses/permits ... 112272 104,441
740,863 695,149
Liabilities for licenses fees
Lacal
Tetecommu- Domestic Long
nication Distance
licenses/permits license/permits Total
(PLN) (PLN) (PLN)
Notlaterthan | year ..o 177,355 3,522 180,877
Later then 1 year and not later than $ years .. - 10,566 10,566
Later than five years..............ocooecivnnnae 153,781 - 153,781
Nominat value of outstanding payments 331,136 14,088 345224
Future interest charges on license fee liabilities.......... (85,088) (1,759 (86,847)
Present value of license fee liabilities, of which: ......... 246,048 12,329 258,377
Short term license fee labilities 162,921 2,692 165,613
Long term license fee liabilities 83,127 9,637 92,764
246,048 12,329 258,377

Local Telecommunication Permits

In March 1998, Silesia and Telmedia, subsidiaries of the Company, obtained five {ixed-term licenses for the installation
and operation of local telecommunication networks on a non-exclusive basis in specified areas of Poland.

It June 2000, Mazowsze obtained a license for the provision of telecommunication services within the city of Warsaw.
The license, currently converted into a permit, is non-exclusive and valid for 15 years. The net present value of the license
was EUR 98,700 (PLN 415,281 at the exchange rale at the date of December 31, 2001). Total additions to the value of the
permit of PLN 428057 also include PLN 12,144 of interest capitalized before the related network became operational. A
portion of the license fee liability amounting to EUR 57,950 (PLN 225275 at the exchange rute at the date of the payment)
was paid during 2000, As in the case of Silesia and Telmedis, Mazowsze is still obligated to make license fee payments in
accordance with ils original terms, despite its conversion into a permit as of January 1, 2001

Domestic Long Distance Permits

I May 2000, Netia 1, a 82% owned subsidiary of the Company, was granted a domestic long distance license. The
license, currenly converted into a permit, covers the entire territery of Poland and enables Netia 1 to provide inter-city
telecomnweation services. The net present value of the license was EUR 28,574 (PLN 114,249 at the exchange rate at the
date of December 31, 2001). Total additions to the value of permits of PLN 114,854 also include PLN 605 of interest
capitalized before the related network became opetational. A portien of the license fee liability amounting to EUR 22,997
(PLN 93.999 ut the exchunge rale al the date of the payment) was psid by May 25, 2000. A portion of the license fee liability
amounting to EUR 1,000 {PLN 3,998 at the exchange rate at the date of the payment) was paid on January 31, 2001,

17
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amounts in thousands)

Datacom and Internet Licenses

I April 1994, Netia Network S.A., a wholly owned subsidiary of the Company, obtained a data communications license
covering the entire territory of Poland. The cost of the license was EUR 872 (PLN 3,767 at the exchange rate on the date of
the grant) and was paid for during the vear. Additionally, costs directly attributable to preparing the licenses for its intended
use of PLN 3,650 were capitalized to the value of license duning the year ended Decernber 31, 2000.

In Julv 1999, Netia Telekom S.A. (“Netia Telekom™) obtained an internet provider license for a nominal fee, covering the
entire terntory of Poland.

When the NTA became effective the license of Netia Network and Netia Telekom expired, as under the NTA data
transmission and internet access provistoning do not require licenses or permits.

License Requirements

Prior o January 1, 2001, the Company was required by the terros of its licenses 1o meet annual connected capacity
milestones, 45 measured at the end of each year, subject to demand in each of the respective areas. At December 31, 2001
and for almost al} prior periods the Company did not meet these milestones for all of its licenses. While under the regulatory
schemnc in effect prior to Junuary 1, 2001, it was possible for the regulalory authorities to take action against the Company as
u result ot the Company's failure to mect these milestones, including seeking revocation of the licenses (which action would
have had a matenal adverse eftect on the Company, including on the value of its related telecommunications network assets
and its ability to continue its operations), no such action has ever been taken. On January 1, 2001, the NTA became effective
in Polund. Under the NTA, all of the Company's telephone licenses were converted into permits. The confirmation of the
terms of these pennits has to be made in the course an administrative process before the President of the ORT. However, as at
December 31. 2001 no devision in thisrespect has yet been issued. While there is some uncertainty about this administrative
process and the relevance of the provisions of the existing licenses and the former regulatory scheme duning this period,
Management of the Company believes that the milestone requirements contained in its licenses expired on January 1, 2001
with the etfectiveness of the NTA. Management of the Company also believes that the terms of the permits to be contirmed
by the ORT may not incorporate the build-out milestones. However, there is no assurance that the new permits will not
incorporate build-out milestones or contain other requirements that would be burdensome on the Company and that the
regulatory authorities will not take action against the Company based on its failure to meet the original milestones in its pre-
exasting licenses. Munagement of the Company does not believe that this matter will have @ matenial adverse effect on the
Company's linancial condition and operations.

Goodwill
December 31, Amortization December 31,
1000 Increases expense Impairment 2001
(PLN) (PLN) (PLN) ®PLN)
GOOUWALL ..o 285,525 5,906 - (291,431) -
Less accumulated amortization..... ... (53,214) - (17,938) 71,152 -
232311 3,906 (17,938) (220,279) -

During 1999 geodwill was recorded primarily as a result of a non-cash transaction pursuant to which Telia exchanged its
shares in Netia Telekom and Netia South Sp. 2 0.0. (“Netia South™) for 3,727,340 shares (not in thousands) of the Company’s
shares. The fair value of the shares received for this transaction was PLN 241,907, The Company recorded this amount as
goodwitl and has amortized it over a period of thirteen years, which was the unutilized period of the related
tciccorminunication licenses,

For detatls of impairment see Note 12.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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Deterred Financing Costs

Effect of
December 31, implementation December 31,
2000 of [AS 3% 2001

(PLN) (PLN) PLN)
Bunk churges. underwniting costs and commissions 114,898 (114,898) -
Legal and protessional costs....... 33,416 (33,416) -
148314 (143,314) -
Accunulated amortization.......... (40,669 40,669 -
) 107,645 (107,645) -

Int eonncction with the issuance of the 2000 Notes in June 2000, the Company incurred PLN 21,772 of underwriting and
PLN 11,742 of legal and professional costs. These costs have been included in the deferred financing costs and are being
amortized over & period ot 10 years (which is equal to the maturity of the 2000 Notes),

In connection with the issuance of 1999 Notes in June 1999, the Company incurred PLN 22,331 of underwriting and PLN
11,675 of legal and professional costs. These costs have been included in the deferred financing costs and are being
amortized over 4 period of 10 years (which is equal to the maturity of both tranches of the 1999 Notes).

As an effect of the adoption of IAS 39 as of January 1, 2001 the Company has included the deferred financing costs in
the value of the long term debt.

Computer software costs

December 31, Amortization December 31,
2000 Increase Transfers Expense 2001
(FLN) (PLN) (PLN) (PLN) (PLN)
Asscts at adjusted cost........
Gross book value ... ... 40,928 20,047 35,372 - 96,347
Capital work in progress.... 35,372 12,163 (35,372) - 12,163
76,300 32,210 - - 108,510
Accumulated amortization.... (15,029) - - (10,537 (25,566)
Net boak value 61,271 32,210 - (10,537) 82,944

Impairment of assets

Duning the ycar ended December 31, 2001, the Company has recorded a charge for the impairment of assets included in
the tzlecommunications segment to reflect a decrease of their recoverable amount by PLN 116,247, Included in this amount is
PLN 97,024 related to 70,200 (not in thousands) telephone lines, which were built in areas subsequently considered as
unprofitable and additional network construction in progress of PLN 19,223, completion of which was also considered
unprofitable. On the basis of management estimates, the recoverable amount being the net selling price of these assets was
determined Lo be zero, As a result of this impairment charge, the carrying value of these specific assets is nil.

As u result of the Management's belief that there was no longer a future econosmic benefit that can be associated with
goodwill and an impairment test performed for the telecommunications segment, the Company has written off the goodwill.
The value in use of the goadwill was determined to be equal to zero. The net book value of goodwill written off was PLN
220.279. The discount rate applied to expected future cash tlows in connection with this fmpairment test was 13.75% per
annum.
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Accruals and ather

Accrued intereat on Sentor NOCS ..o

Construction costs.. ..
Government pavables.................
Interconmection charges .
Unutilized holiday. .. .

Employees honuses...

Other ... B e et .

Lung Term Debt

10"% Senior Notes due 2007 (1997 Dollar Notes")........ooovovoecorroiie
11"% Senior Dollar Discount Nates due 2007 ("1997 Dollar Discount Notes") ...
11% Senior DM Discount Notes due 2007 ("1597 DM Discount Notes")
13'/4% Senicr Notes due 2009 ("1999 Dollar Notes™)..........ccocooveiiorvii e

13",% Senier Notes due 2009 (1999 Euro Notes")......
13%/,% Senior Notes due 2010 ("2000 Notes") ..........

Interest rates of virtually all categones of long (erm debt outstanding both as at December 31, 2000 and December 31,

2001 are fixed.

The information presented as of December 31, 2000 in the table above represent nominal liabilities, whereas the
information for December 31, 200( is presented in accordance with [AS 39. The amortized cost of the outstanding debt as at
December 31, 2001 is PLN 3,284,822, however due to the defaults described below, the difference between the amortized
cost and the nominal value of the debt of PLN 112,047 was charged to the statement of opcrations. Furthermore, due to the
delault on Notes the outstanding debt has been reclassified to current labilities.

Lonyg Term Debt Repayment Schedule

Duc In 2000 e
DUe i 2003 . L e e

Due in 2004 ...
Duein 2005 ...
Due in 2006 and thereafter

20

December 31, December 31,
2000 2001
(PLN) (PLN)

27,156 93,051
25,512 32,879
6,035 10,539
6,025 5,040
4,157 5,701
2,609 3,000
7,551 13,351
79,045 163,561

December 31, December 31,
2000 2001
®LN) ®LN)

828,640 797260
734,390 771,549
374,381 372,860
414,320 398,630
385,440 352,190
770,880 704,380
1,574 -
3,509,625 3,396,869

December 31, December 31,
2000 2001
(PLN) (PLN)

1,574 3,396,869
3,508,051 -
3,509,625 3,396,869
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The weighted average etfective interest rates at the balance shect date were s tollows:

December 31, December 31,

2000 2001
FOUT 100UTar NOWES .o e e 10.250% 10.250%
1997 Dollar Dhiscount Notes e 11.492% 11.250%
1997 DM Discount NOeS oo e 11232% 11.000%
1999 DIoTlar NOES ..o 13.125% 13.125%
1999 BUTO NOLCS © oo oot 13.500% 13.500%
2000 Notes .. 13.750% 13.750%
Other . 8.370% -
The 1997 Nutex

In November 1997, Netia Holdings B.V., a 100% owned subsidiary of the Company, 1ssued and sold USD 200,000
agpregate principal amount of the 1997 Dollar Notes, USD 193,550 aggregate principal amount at matunty of the 1997
[Jollar Discount Notes and DM 207,062 aggregate principal amount at maturity of the 1997 DM Discount Notes (collectively
referred to as the “1997 Nates™). The 1997 Notes are fully and unconditionally guaranteed by, and only by, the Company.
The 1997 Notes mature on November 1, 2007. The 1997 Notes will be redcemable at the Company’s option after November
1, 2002 1n whole or in part at premiums not exceeding 105.623% of their principal amount.

The 1997 Dollar Discount Notes and the 1997 DM Discount Notes were issued at a discount to reflect interest for the first
tour years-in the amounts of USD 68,546 (PLN 239,156 at the exchange rate in effect on that date) and DM 72,062
(PLLN 145,781 at the exchange tate in effect on that date), respectively. On January 1, 2001 IAS 39 was adopted. In effect of
this adoption the discounts are amortized using the effective interest method. Interest expense for the 1997 DM Discount
Notes during the years ended December 31, 1999, 2000 und 2001 was DM 17,751 (PLN 38,464 at the exchange rate in effect
on that datc), DM 18,827 (PLLN 38,527 at the exchange rate in effect on that date) and DM 22,540 (PLN 41,961),
respectively, and interest expense for the 1997 Dollar Discount Notes during the vears ended December 31, 1999, 2000 and
2004 was USD 16,878 (PLN 67,667 at the exchange rate in effect on that date), USD 17,924 (PLN 78,119 at the exchange
rate 1n effect on that date) and USD 21,098 (PLN 86,171), respectivelv. After the initial four year period was completed,
interest ts betng accrued and payable in full each six months aver the remaining term of these notes.

The 1999 Nates

On June 3, 1999 Netia Holdings If B.V,, a wholly owned subsidiary of the Compuny, issued EUR 100,000 aggregate
principal amount of the 1999 Euro Notes and USD 100,000 aggregate principal amount of the 1999 Dollar Notes
(collectively referred to as the “1999 Notes™). The 1999 Notes are fully and unconditionally guaranteed by, and only by, the
Company. The 1999 Notes mature on June 15, 2009. Afler June 15, 2004 the Company may at its option purchase a part or
all of the 1999 Notes for & price ranging from 100.00% to 106.75% of the respective notes face value. The 1999 Euro Notes
and the 1999 Dollar Notes bear interest of 13.5% and 13.125% per annum, respectively. Interest is payable in six-month
installments with payments starting on December 15, 1995. Interest expense for the 1999 Euro Notes during the years ended
Decenber 31, 1999, 2000 and 2001 was EUR 7,312 (PLN 31,127 al the exchange rute in effect on that date), EUR 13,500
(PLN 53,908 at the exchange rate in effect on that date) and EUR 13,667 (PLN 49,971), respectively, and interest expense for
the 1999 Dollar Notes during the years ended December 31, 1999, 2000 and 2061 was USD 7,109 (PLN 29,052 at the
exchange rate in eftect on that date), USD 13,125 (PLN 57,254 at the exchange rate in effect on that date) and USD 13,302
(PLN 34,444), respectively.

The 2000 Notes

Om June 2, 2000, Netia Holdings I B.V. issued EUR 200,000 aggregate principal amouat of the 2000 Notes. The 2000
Notes are fully and unconditonally guaranteed by, and only by, the Company. The 2000 Notes mature on June 15, 2010.
ARer June 15, 2005 the Company may at its oplion, purchase a part or all of the notcs for a price ranging. from 100.00% to
106.875% of the notes face value. The 2000 Notes bear interest at 13.750% per annum. Interest is payable in six-month
installinents beginning on December 15, 2000. Interest expense during the veurs ended December 31, 2000 and 2001 was
IXUR 14 896 (PLN 58,926 at the exchange rate in effect on that date) and EUR 27,896 (PLN 101,997), respectively. In
accordance with the terms and conditions of the issue, the first four interest payinents have been pre-funded by investment of
EUR 324 million (PLN 219,902 at thc exchange rate at the date of the transaction) in highly rated foreign government
seeunities depostted in an investment account with the trustee for the issuc.
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NETIA HOLDINGS S. A
PDTES TO CONSOLIDATED FINANCIAL STATEMENTS
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1997 Notes, the 1999 Notes and the 2000 Notes

he the 1997 Notes, the 1999 Notes and the 2000 Notes contatn covenants, which, among other
trom incurring certain additional indebtedness and entering into certain capital transactions.

Jailed to make the December 15, 2001 interest payments on the 1995 Dollar Notes and the 1999
rest payinents for the 1999 Dollar Notes and 1999 Euro Notes were USD 6,562 and EUR 6,750,
bntures governing these notes, a default in payment of inlerest becomes an event of default after
ice period. This gruce period expired on January 14, 2002, and an event of default occurred with
fotes and 1999 Ewo Notes. In addition, the events of default under the 1999 Dollar Notes and
an event of default under the cross-default pravisions of the 1997 Dollar Notes, 1997 Dollar
iscount Notes and 2000 Notes. If an event of defuult (other than an event of default arising from
plvency or reorganization with respect to the respective issuer, the Company or certain material
d is continuing, the trustee or the holders of 25% or more in aggregate principal amount of each
y declare the principal of premium, if any, and accrued interest on such notes immediately due
ithese consolidated financial statements were signed, the Company is not aware of either issuer of
eived any such written notitication of acceleration.

ence of the everits of default and the possibility that the notes could be accelerated, the liabilities
ten reclassitied as current labilities in the financial statements. Due to such reclassification, the
ce values as at December 31, 2001

tly in discussions with the holders of more than 1 majority of the aggregate principal amount of
bual restructunng of the notes.

Telekom and Netia South, two wholly owned subsidiaries of the Company, entered into a cross-
with Chase Manhattan Bank (currently JP Morgan Chase Bank). Under the terms of the
jries were (o swap interest coupon payments on USD 200,000 aggregate amount of 10.25% 1997
tments on PLN 430,000 aggregate principal amount of 12.74% notes and PLN 430,900 aggregate
% notes. The coupons will be swapped during the period commencing on May 1, 2001 and
2005.

Netin Telekom, Netia South and Netia Holdings 1T B.V,, a wholly owned subsidiary of the
wvap Novation Agreement with Chase Manhattan Bank. On the busis of this agreement, Netia
party to the transaction described above, replacing Netia Telekom and Netia South. Netia
erwards mto a back-lo-back swap transaction with Netia Telekom and Netia South on terms
ribed above,

btia Holdings [l B.V. entered into a cross-currency swap transaction with Chase Manhattan Bank
Bunk} Under the terms of the transaction, Netin Holdings III B.V. swapped the fixed mate
n USD 100,000 aggregate amount of 1999 Senior Dollar Notes, for fixed rate interest coupon
ggregate principal ainount of 16 76% notes, and swapped the fixed rate interest coupon payments
amount of 1999 Senior Euro Notes, for fixed rate interest coupon payments on PLN 389,500
bf 17.50% notes. The coupons were to be swapped during the period commencing December 15,
5,2007.

ptia Telekom entered into a cross-currency swap transaction with Merrill Lynch International
¢ terms of the transaction, Netia Telekom swapped the fixed rate interest coupon payments on
ount 1997 Senior Discount Notes for fixed rate interest coupon payments on PLN 795,974
of 13.81% notes, and swapped the fixed rate interest coupon payments on DEM 207,062
enior DEM Discount Notes for fixed rate interest coupon payments on PLN 389,069 aggregate
6 notes. The coupons were to be swapped during the period commencing May 1, 2002 and
)5, Liabilities of Netia Telekom o Merrill Lynch connected with this trunsaction are guaranteed
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On December 14, 2001, Netia Telekom cancelled the swap transactions entered info with Mernll Lynch. Conditions of
the vnceling included the forfeiture of the deposit account of USD 2,630 (PLN 10,492 at the exchange rate in eflect on
Decernber 17, 2001) to Merrill Lynch and a payment of USD 3,000 (PLN 11,968 at the exchange rate in effect on Deceinber
17. 2001) on the day of canceling plus twelve installments of USD 710 (PLN 2,830 at the exchange rate in effect on
Decorniber 31, 2001) payable in arrcars starting from either July 1, 2002 or the date on which a new financing is secured by
the Company.

Since the Company did not make its coupon interest payments duc on December 15, 2001, it also did not make a related
payment of PLN 70,640 due on December 17, 2001 pursuant to its cross-currency swap agreement with JP Morgan Chase
Bunk As an eftect, on December 21, 2001, an event of default occurred under the cross-currency swap agreement between
Netio 1Toldings [ B.V. and JP Morgan Chase Bunk.

On January 11, 2002. Netia Holdings 1 B.V. cancelled all swap transactions entered into with JP Morgan Chase Bank.
Conditions of canceling included a payment of USD 7,185 (PLN 29,279 at the exchange rate in effect on January 11, 2002 or
PLN 28,642 at the cxchange rate in effect on December 31, 2001) being 15% of the mark-to-market value on that day. The
remaining portion of the Company's liabulity toward JP Morgan Chase Bank is to be settled on terms comparable to terms
which may be agrecd with the holders of the Netes issued by the Company provided that an agreement with the bendholders
is reached on or before March 20, 2002 or such settlement is made on or before March 21, 2002. Back-to-back swaps
between Netia Holdings I B.V., Netia Telekom and Netia south were cancelled on terms equal to terms of cancellation
agreed with JP Morgan Chase. Effects of the cancellation were fully recognized in the statement of operations for the year
ended December 31, 2001.

As part of its discussions with its bondholders, the Company is in the process of negotiating agreements with JPMorgan
Chase Bank and Merill Lynch.

See Note 15 of the consolidated financial statements for details on swap transactions related liabilities.
Financial Instruments
‘The Company adopted JAS. 39 at January 1, 2001. The impact on shareholders’ equity and on various balance shect

caplions at January 1, 2001 is shown below. In accordance with LAS 39, the comparative financial statements for the year
ended December 31, 2000 are not restated.

Hedging Accumulated
reserves deficit Total
(Unaudited) (Unaudited) {(Unaudited)
PLN) LK) PLN)
Long term debt remeasured to amortized cost......o.ocoeeiroieiiiee - 25,558 25,558

Derivatives remeasured to fair value

Cashflowhedges ... ..., (25,424) (4,151) (29,575)
Reversal of an accrual for interest recorded

as at Decemnber 31,2000 ... - 4,151 4,151
Total, net of deferred income taxes at December 31, 2000........... (25,424) 25,558 134

In accordance with the transitional requirements of [AS 39, the Company recorded a net loss of PLN 29,575 in hedging
reserve (equity) to recognize at fair value all derivatives designated as cash flow hedging instruments. PLN 4,151 of this
amount has been transferred to accumulated deficit. The transfer has been olfset by a reversal of an accrual for interest
recorded by the Cornpany as at December 31, 2000 prior to the implanentation of [AS 39.

Shareholders’ Equity - Hedging Reserve

In the year ended December 31, 2000, the Company did not recognize in its financial statements the change in fair values
ol derivative financial instruments. On the adoption of [AS 39 at Junuary 1, 2001, certain derivatives were designated as cash
flow hedges and remeasured to fair values. The fair values @t that date were recorded in a separete category of equity -
hedping reserve us shown below. Tledge transactions entered into during the year ended December 31, 2001 were also
designuted as cash flow hedges and their fair values were recorded inhedging reserve in accordance with IAS 39.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amounts in thousands)

Crass-currency Swap Transactions

Movements of hedge related liability J.P. Morgan Chase Bank Merrill Lynch
Japuary
Date ol transaction July 2000 iGN March 2001 Total
(PLN) (PLN) (FLN) (PLN)
Net liability as at December 31, 2000...... 4,151 - - 4,151
Application ot IAS 39 25424 - - 25424
Net liability as at January 1,2001........... 29,575 - - 29,575
Loss on mark-to-market value................... 70,170 109,631 69,412 249213
Additional coupon payments (2%,588) - - (28,588)
Loss / (Gain) on cancellation 3,997 6,155 (12,989) (2,833)
Payments on cancellation.................. - - (22,460) (22,460)
Net liability as at December 31, 2001....... 75,154 115,790 33,963 224,907
Movements of hedging reserves (PLN)
Balance as at January 1, 2001 25,424
L0SS 0l MATK-L0-MATKEL VAIUE ...ttt oot e et b v e 249213
Reclassitication to statement of OPETBHONS. ... .. cooiiiiiiiri e (47,903)
Charge to statement of operations relating to the cancellation 01 SW aps ......................................... {226,734)
Balance as at December 31, 2001 -
Corperate Income Tax
Year ended
December 31, December 31, December 31,
1999 2000 2001
PLN) (PLN) (PLN)
Provision for Income taxes:
CUTTEDL ..o (1,328) (2,514) (5,424)
DERRrTed oo e, 10,974 - -
Income tax (charge) / benefit 9,646 (2,514) (5,429
Year ended
December 31, December 31, December 31,
1999 2000 2001
(PLN) (PLN) (PLN)
Tax benefit at Polish Statutory taxrate....................... 136,853 106,665 320,769
Increase / (decrease) in tax benefits: .
Tax loss carry forward not expected to be unhzed e (48,037) (76,433) (58,185)
Non taxable / {deductible) items .............................. (86,518) (41,348) (268,008)
Eftect of enacted future rate changes on deferred
BANALION. ..ot 7.348 8.602 -
Elfective tax (charge) /benefit. ... ...l 9,646 (2,514) (5,42%)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amounts in thousandy)

The deterred tax assets/(habilities) wre composed of the {ollowing:

December 31, December 31,
2000 2001
PLN) ®LN)
Pelerred tax asset
Interest and (oreign exchange ditferences. ... 51,563 -
ACCTURLS L e e 13,368 62,974
Depreciation and amortization ... 4,236 . 15,442
Tax 1088 €atry TOrWHARAS ..o e 205,469 294,740
274,636 373,156
Deterred tax liability
[nterest and foreign exchange differences.......... - (47,878)
Prepayments (3,332) (3,768)
(3,332) (51,646)
Net delerred X @881 L i 271,304 321,510
Valuation allowance (271,304) (321,510}

Net deferred tax asset/(iability) ... -

The valuation allowance relates to deferred tax assets, Which are expected 1o expire before they are available for uses
The corporate income tax rate in Poland for 1999, 2000 and 2001 was 30%, 28% and 28%, respectively.

The Polish tax system has restrictive provisions for grouping of tax losses for multiple legal entities under common
control, such as those of the Compuny. Thus, each of the Company’s subsidiaries may only utilize its own tax losses to offset
taxable income in subsequent years. Until 1999, utilization of tax losses was limited to one-third of the tax loss in each of the
three subsequent years. Losses not used cannot be carried torward to subsequent years. Losses are not indexed to inflation.
Deferred tax assets related to these losses have been reserved for. Tax losses incurred in 1999 and subsequent years are
permitted to be utilized over five years with a 50% utilization restriction per annurm.

The net non<eductible items of PLN 86,518, PLN 41,348 and PLN 268,008 for the years ended December 31, 1599,
2000 and 2001, respectively, primanly relate_to_unrealized foreign exchange gains and losses, gccrued intcrest and
impairment provisions.

In 2001, the Company and six of its subsidiaries have been subject to an audit by the tax authorities in respect of the
corporate income tax, value added tax and personal income tax relating o selected periods in 1999 and 2000. In effect of
those audits, total additional tax and penalties paid amounted to PLN 2,228. There is no procedure for final agreement of tax
asscssments in Poland. The tax and fiscal authorities may examine the accounting records up to five years after the end of
the year to which they relate. Consequently, the Company may be subject to additional tax liabilities, which might arise as a
result of additional tax audits. However, management is not aware of any significant unaccrued potential tax liabilities,
which might ugise in these circumstances.

As at December 31, 2001, based on returns tiled or expected returns, the Company and its subsidiaries have available the
tollowing incomne tax loss carry forwards for incume tax reporting purposes (in nominal amounts):

Available for use in:

2002 2003 2004 2005 2006 Total

PLN) @®LN) (PLN) PLN) PLN) (PLN)
Netia Holdings S A 71,757 71,757 71,757 61,433 49211 325,915
Available for use in:

2002 2003 2004 2005 2006 Total

(PLN) {PLN) (PLN) (PLN) {PLN) (PLN)
Subsidianes 263026 263,026 263026 175230 88,542 1,052,870
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NETIA HOLDINGS S.A.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amounts in thousands)

Shareholdery’ Equity

Shareholders’ Rights (not in thousands)

['he Company's capital stock consists of 31,418,172 ordinary shares and of 1,000 of non-ordinary shares “Al". Each

ordinary share has one vote at sharchalders' meetings and the holder of 1,000 cluss "Al" shares has the right to nominate one
member of the Supervisory Board. The Managemnent Bourd is elected on the basts of a majorily of votes of the Supervisory
Board.

Share Cupital, Share Premium and Treasury Shares

Number of
shares
authurized
and issued
(not in Share Share Treasury
thousands) _capital premium shares Total
®PLN) ®PLN) ®LN) FLN)
At Deceraber 31,1999 ... 26,494,172 173,735 1,275,840 (1,401) 1,448,174
[ssue of shares, net of related costs
Warsaw Stock Exchange (1) ............ 3,375,000 20,250 328,519 - 348,769
NASDAQ Secondary Offering (ii) .. 1,125,000 6,750 109,506 - 116,256
Stock Opuions (Ui)........ccooeveeie s 425,000 2,550 - (2,550)
Employee stock subscriptions
and stock option exercises............. - - - 340 340
At December 31,2000 .. ... ... 31,419,172 203,285 1,713,865 (3,611) 1,913,539
At December 31,2001 ... 31,419,172 203,285 1,713,865 (3,611) 1,913,539

Issuance of Shares

0]

()

(i)

Teli

In June 2000, the Company issued 1,125,000 ordinary shares (not in thousands) to the public in Poland in a registered
public ottering on the Warsaw Stock Exchange. 1,075,000 ordinary shares (not in thousands) were issued at PLN 110
per share and 50,000 ordinary shares (not in thousands) were sold to employees at a 30% discount, i.e. PLN 77 per
share. Along with this offering, the Company issued 2,250,000 ordinary shares (not in thousands) at PLN 107.25 per
share, which were purchased by Telia during this offering.

In June 2000, the Company issued 1,125,000 ADSs (not in thousands) each evidencing one ordinary share at USD 25
per ADS in a registered public offering.

In Jupe 2000, the Company issued 425,000 treasury shares (not in thousands) at PLN 6 per share for the Netia
Perforinance Stock Option Plan. This issuance was taken by CDM PeKaO S.A. (“Pekao™) as depositary. The Company
also transferred 233,488 existing treasury shares (not in thousands) to Pekao to satisty obligations under employce
option schemes.

u Purchase

In addition to the transactions described abave, on July 4, 2000, Telia purchased 4,900,000 of the Company's ordinary

shares (not in thousands) trom tour existing significant shareholders of the Company for USD 35 per share.

26




LAY

VLU TOUT vouw

Maior shareholders of 't

Teliu

The Bank of New York ()
Warburg Pincus

Shares held by public and o
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Stock Options (number of §

Movements in the numy

Optiony

At beginnuing of year.. ...
Granted
Exereised. oo,
Farfeited/ expired.............
Atendofvear........ ...

During the veur ended
Company at cxercise prices
Plan (the "Plan™). No optio
vear ended December 31, 2
period for the options range
four yeurs. The majonty ol
exercise exceeds the stated
entitled to receive a numbs
Company's shares cstablish
options and later divided by,
total number of vested optig

Share options outstandi

Exp

2001
2002
2003
2004
2009
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NETIA HOLDINGS S.A.
DTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amgunts in thousands)

¢ Compuny’s common shares are as follows:

December 31, 2000 December 31, 2001
% of share % of share
No. of shares capital No. of shares capital ‘
|
14,951,355 47.59 14,901,355 47.43
7,604224 2420 2,242,894 7.14
2,923,583 9.31 2,923,685 9.31
her shurcholders 5539508 18.90 11,351,238 36.12
31,419,172 100.00 31,419,172 100.00

brk is the depositary for ordinary shares that are truded on NASDAQ in the form of ADSs.
hares not in thousands)

ler of share options outstanding are as follows:

December 31, December 31,
2000 2001
............................................. 302,416 800,573
532,775 335,832
............................................ (10,414) -
.............................................. (24,204) (66,713)
............................................ 800,573 1,069,692

December 31, 2001, the Company granted 335,832 options to purchase ordinary shares of the
ranging from USD 12.875 to USD 28.3896 per share, under the Netia Performance Stock Option
hs were exercised during the year ended Decemnber 31, 2001. 66,713 options expired during the
J0]. The total number of granted options as at Decernber 31, 2001 was 1,069,692. The vesting
& from the date of grant to two years from the date of grant. The options are exercisable for up to
the oplions are exercisable only if the market price of the Company’s shares as at the date of
exercise price of the option by at least 20%. Upon exercise of an option, the option holder is
y of shares valculated in the following manner: the difference between the trading price of the
ed in accordance with the Plan and the strike price is multiplted by the number of the exercised
the trading price of the Company's shares. As ol December 31, 2001 and December 31, 2000 the
s was 743,860 and 438,094 respectively.

hg at the end of the vear have the following terms:

i December 31, December 31,
ry date Exercise price 2000 2001
15.75-22.00 66,713 -
12.38.27.60 179,180 179,180
15.75-27.712 397,680 487,680
12.87-28.39 157000 365,332
19.25 - 37,500
£00,873 1,069,692
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DTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amounts in thousands)

December 31,

December 31,

2000 2001
(PLN) (PLN)
998 82,310
77,331 -
. (54,854)
3,981 (1,809)
82,310 25,607

In Apri} 2000, Netia 1 chlled for a capital increase. All shareholders have contnibuted PLN 124,740 of which PLN 77,331

was contributed by sharehol

Hers other than the Company or its subsidianes.

Following the Januar [, 2001 introduction of the NTA, which lifted the foreign ownership restrictions on
telecommunications operatots in Poland, the Company announced that it would acquire the interest of the other participants in
Netiu 1 consortium for cagh or its shares in accordance with provisions of the consortium agreement, after which the
Company will own 100% df Netia 1. In January 2001, pursuant to pre-existing contractual obligations, the Company paid
USD 14,447 (PLN 59,193) for 548,944 shares of Netia |, which constituted 44% of its share capital, of which PLN 4,299 was

recognized as goodwill ans

ng on the transaction. After having executed this transaction the Company owns 82% of Netia 1.

The Company has not repurchased the remzining 18% by December 31, 2001. According to the existing agreements, the

maxirmum price payable fo

December 31, 2001) or 357523 (not in thousands) shares of the Company.

* Significant Subsidiaries df the Company

The consolidated finang

Subsidiary

Subsidianes held directly:
Netia Telekem S.A. ...
Netia South Sp. zo.0. ...

Netia 1 Sp.20.0...coee

Uni-Net Sp. 2z 0.0 oo

Netia Holdings B. V. (the Nptherlands)
Netia Holdings U B.V. (the[Nctherlunds) ...
Netherlands)

Netia Holdings III B.V. (th

Subsidiaries held indirectlv

Netiu Telekom Swidnik S.4.

Netia Telekom LublinS.A ... ...
Netia Telekom Ostrowiee §.A.

Netia Telekom Mazowsze $.

Netia Telekom Warszawa §.A. ...

Netia Telekom Modlin S. A
Netia Telekom Kalisz S.A.
Netia Telekom Torun 8. A,

Netia Telekom WloclawekS.A........

Netis Telekom Pila Sp.z o

Netia Network S AL ...

Optinus [nwest SA. .|
Nctia Telekom Telinedia S
Netia Telekom Silesia 8 A,

this portion can amount to either USD 5,733 (PLN 22,853 at the exchange rate in effect on

ial statements include the accounts of the Company's directly or indirectly held subsidianes:

Internetia Telekown Sp. 7 0.p. (held directly untl May

20001

Top-Net Sp. z 0.0, (owned py Internetia Telekom Sp. z

v.o. untl October 2001)

Netia FHoldings Incentive Share Company Limited

(ersev) e

28

Ownership Percentage
December 31, December 31, December 31,
1999 2000 2001
100 100 100
100 100 100
38 38 82
58 58 58
..................... 100 100 100
100 100 100
....................... - 100
y7 97 97
92 92 92
99 99 100
100 100 100
100 160 100
93 93 93
97 97 97
96 96 96
100 100 100
99 99 99
49 49 100
100 100 100
100 100 100
98 98 98
100 100 100
100 100 100
100 100 100
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All substdiarnies are ine

During the vear 2001, 1
Netia Network S A, increas

Jror changes of owners!

Other Operating Expens

Legal and tinancial servicey
Cost of rented lines ...
Sales and marketing expeng
Allowance tor deblors subjd
Bad debt expense ...

Office and car maintenance]..

[nformation technology ser
Mailing services.............
ravel and accommodatien
Other operating costs.........

The average number

2719702 37286

NETIA HOLDINGS S.A.

(AIl amounts in thousands)

hrporated in Poland unless noted.

Fg its ownership to 100% 1n both subsidianes.

o

PYAUE DU/ IIO
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JOTES TO CONSOLIDATED FINANCIAL STATEMENTS

hip structure of Netia 1 in the vear ended December 31, 2001, see Note 18,

he Company purchased {rom minonty shareholders shares in Netia Telekom Ostrowlec S A. and

Year ended
December 31, December 31, December 31,
1999 2000 2001

(PLN) (PLN) (PLN)
........................................ 18,018 45,945 59,162
........... 4,115 30,756 48,087
S e e e 23,338 29,754 18,524
ct to court settlements ... - - 16,974
12,858 13,016 16,485
10,889 10,474 14,206
2,237 6,281 11,229
885 3.625 5,694
5,499 7,385 5,008
........................................ 32,304 20,637 27,240
110,143 167,873 222,609

December 31, 1999, 2000 and 2001, respectively.

Financial Expense, Net

[nterest income............|
Foreign exchange gains ...
[nterest expense ...,
Foreign exchange losses ..

Amortization of deferred tihancing costs .
Write off of lean originatich fees ............... .

f persons employed by the Company was 1,059, 1,418 and 1,576, dunng the years ended

Year ended
December 31, December 31, December 31,
1999 2000 2001
PLN) {PLN) (PLIV)
.......................................... 52,051 80,784 36,025
.......................... 145,560 193,305 224,103
.......... (209,883) (380,928) {421,874)
..................... (273,499) (74,965) (68,273)
(6,803) (12,932) -
- (3,945 -
(292,574) {198,681) ~(230,019)
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Loss Per Share

l.oss per share has heeg
shires in issue dunng the yd

Netloss ...

Weighted averuge number g shares in issue (not in

thousands) ..o

Basie loss per share (not in
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NETIA HOLDINGS S.A.
DTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amounts in thousands)

calculated based on the net loss for each perod divided by the weighted average number of
hr.

Year ended
December 31, December 31, December 3t,
1999 2000 2001
...................................... (362,046) (418,931) (1,149.217)
....................................... 18,633,297 28,728,709 30,817,291
housands)........................ (22.48) {12.60) (37.29)

No diluted losses per share were computed in the years ended December 31, 1999, 2000 and 2001 as the effect of the
Netia Performance Stock (ption Plan and opticns granted to Galopus Co. Ltd. (“Galopus”) and Telia were anti-dilutive
during these periods, if applcable.

Weighted average num\
at December 31, 1999, 200

Segmental Repurting

The following lables c

er of shares in issue (not in thousands) excludes 233 488 443,263 and 601,881 treasury shares as
and 2001, respectively.

ntain segment information for the Company’s telecominunications business and other business

(primanly radio communicgtions services and sales of equipment through Uni-Net).

Year ended
December 31, December 31, December 31,
1999 2000 2001
PLN) ®LN) ®LN)
Revenue
Telecommunications . fo.........cccooooiiiiniiiiie 217,711 395225 512,163
Other businesses .| 31,386 47,522 26,688
249,097 442,747 538,851
Operaung Expenses
TelecOMmMUMCAIONS .. o v v (356,668) (555,966) (1,042,697)
Other businesses ..o (26,971) (43312} (25,053)
(383,639) (599,278) (1,067,750)
(Loss) / income from operalions
Telecatmumunicallons ... |, (138,957) (160,741) (530,534)
Other businesses ... 4415 4210 1,635
(134,542 (156,531) (528,899)
Net (loss)/ income
Telecommunications .| . (421,111) (365,151) (1,151,293)
Other businesses ..o 2,180 3,105 2,076
(418,931) {362,046) (1,149,217}
‘Total capital expenditures |
Telecommunications . f ... 762,126 1,116,501 586,753
Other businesses ... | 2,698 341 24
764 824 1,116,842 586,777
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Totul depreciation charges
Telecommunications ...
Other businesses ...

Total amortization charges
Telecommunications ...,
Other businesses . ...

Tota) impairment charges
Telecomununications ..
(ther businesses ...

Other non-cash (income) / €
Telecommunications ...
Qther businesses ........

Segment assets - before
accunulated depreciation uf

Telecommunications .. fi...........

Qther businesses .........

Segment asscts, nel
Telecommunications ...
Other businesses ... ...

Segment liabilities
Telecomumunicalions ...
Other businesses ...
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NETIA HOLDINGS S.A

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(All amounts in {housands)

Year ended
December 31, December 31, December 31,
1999 2000 2001
(PLN) (PLN) (PLN)
....................................... 66,270 128,254 170,507
.................................. 1,939 2,225 - 2,228
68,209 130479 172,735
...................................... 50,954 49,231 80,830
"""""""""""""""""""" 50,954 39231 80,830
........................................ - - 336,526
.................................... - - TR
ppense
....................................... 138,646 21,127 365,055
........................................ 1,392 413 (11
140,038 21,540 364,944
Lxdan'loru'z,:ﬂion
4,121,560 5,367,001 4,832,056
31,6287 7 33,742 25,799
4,153,188 5,400,743 4,857,855
........................................ 3,940,900 5,013,011 3,892,987
........................................ 20,296 20,293 11,360
3,961,196 5,033,304 3,904,347
........................................ 3,265,167 4,155,753 4,218,165
....................................... 17,939 14,830 3,823
3,283,106 4,170,583 4221,988

All operations and revepues are denved and conducted within Poland.

‘There are no sales or

other transactions between the business segments apart from loans granted to other business

segment and related finandial costs. Segment asscts consist primarily of property, plant and equipment, intangible assets,

inventories, receivables an

cash payments resulting fram purchases of property, plant and equipment and intangible assets,

3]

cash. Segment liabilitles comprise long- and short-tenm liabilities. Capital expenditure coraprises
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Related Party Transactio

Telia and [elia Swedtel

Telia Swedtel is u subsi
Netia Telekom and Silesta.
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NETIA HOLDINGS S.A.
DTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amounts in thousands)

th]

diary ol Telia. Transactions with Telia Swedtel include telecommunication technical services for
The amounts paid to Telia Swedtel for the year ended December 31, 1999, 2000 and 2001 were

PLN 1,622, PLN 438, und FLN 827 respectively. A portion of these costs is capitalized as a cost of constructing the network.
“The remainder is included ig other operating expense.

Members of the Manag

Members of the Managemept Bourd

ement Board of the Company have been granted 389,042 (not in thousands) options at the end of

2001, including 161,521 (nat in thousands) options granted to a company controlled by the Acting President of the Company.

Strike prices for the oplions
Galopus / Baclavia

On September 13, 1996
Compuny's president (who
Buclavia Co. Ltd. based on
retention fee of PLN 201
subscribers connected in ea
for consulting services and

The Company and Gald
to which Galopus was
ordinary shares. As a
compensation expense of
Agreement, the Company

granted to the Management Board range between 12,3825 USD 1o 27.72 USD per share.

the Company executed a consultancy agreement with Galopus, a company wholly owned by the
resigned as of January 1, 2001). This agreement was replaced in 2000 by an agreement with
the same terms as the original agreement. Under these agreements, Galopus received a one time
hnd subsequent consulting fees and was eligible for an annual bonus based on the number of
th vear, provided the Company met its targets. Galopus received PLN 2,136, PLN 2,151 and nil
bonuses during the years ended December 31, 1999, 2000 and 2001, respectively.

pus also entered into a Stock Appreciation Agreement (the “Appreciation Agreement”) pursuant

engtlcd to feceive certain compensation based upon the appreciation in vaiue of the Company’s

t of the equity issues during the year ended December 31, 1999, the Company recognized
PLN 12,866 relating to the Appreciation Agreement. In connection with the Appreciation
hiso entered into a new Stock [ncentive Option Agreement (the “Incentive Agreement”) with

Galopus. On the basis of the Incentive Agreement, Galopus elected to receive 75% of its compensation in cash and to convert
the remaining 25% of this entitlement into 50,022 ordinary shares (not in thousands) of the Company based on a subscription

price of USD 16,3625 per
31, 2000

hare. Galopus received these 50,022 shares (not in thousands) during the year ended December

Management Board Rernulheration and Supervisory Board Remuneration

Compensation and othér costs associated with members of the Company’s various management boards during the year
ended December 31, 1999, 2000 and 2001 amounted to PLN 12,097, PLN 6,679 and PLN 11,676 respectively. These
numbers include remunerguon and consulting agreements for the previous President of the Management Bourd of the

Cornpany in the amount of]
and PLN 2,025 during the y

The Company had co
Board. The Company has
2001, respectively, under

PLN 2,529 for the year 2001 and remuneration of acting President in the amount of PLN 1,430
ears ended December 31, 2000 and 2001, respectively.

sulting agreements with companies owned by its shareholders and members of the Supervisory
aid PLN 2,651, PLN 1,370 and PLN 1,154 during the years ended December 31, 1999, 2000 and
eSE ggrecments.

Goldman Sachs, Shamrock/Trefoil and Dankner

Until July 2000, Shamgock Holdings Inc., Trefoil Capital Investors LP, Dankner Investments Limited and certain entities

aftiliated with Goldman S4

chs Capital Partners LP were sigmficant shareholders of the Company. Transactions with these

parties included management, consulting and guarantee fees of PLN 2,782, PLN 455 and PLN 257 for the years ended
December 31, 1999, 2000 dnd 2001, respectively.
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NETIA HOLDINGS S.A.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amounts in thousands)

Commitments and Contingencies

Capital expenditures contracted for at the balance sheet date but not recognized in the consolidated financial statements
amount to USD 68,923 (PLN 274,748) as at December 31, 2000 and USD 36,881 (PLN 147,022) as at Decernber 31, 2001,

01 August and Scptember 2004, the Company entered nto certain agreements to acquire all of the outstanding equity of
Millennum Communications S.A. (“Millenmum”), @ provider of telecommunications services to mulli-tenant buildings in
Warsaw, Tor a tota] consideration of between USD 10,800 and 20,200, based on Milleanium’s tinancial performance through
the end of 2001, Following the execution of the agreements, the Company advanced to Millennium a total of PLN 8,500 and
EUR 2,936 (PLN 10,340 at the December 31, 2001 exchange rate), of which PLN 8,500 was subsequenty repaid by
Millenniuma in January 2001, In December 2000, the Company initiated court and arbitration proceedings, medified in
October 2001, in response to the tarlure by Millennium to perfonm the agreement. The Company claims the repayment of the
remaining part of advance made to Millennium and damages of PLN 8,500. In 2001, a valuation ullowance of PLN 16,974
was recorded as other operating expense agaiust the outstanding amount receivable from Millenrium as a result of the events
described sbove.

On February 28, 2001, Millennium filed a motion against the Company for certain ucts of unfair competition In its
motion, Millennium requested that the court order the Commpany to pay Millennium damages of PLN 50,000. Management
helieves that Millennium suit was filed as a litigation tactic in connection with the Company’s lawsuit against Millermium
and Millennium’s unfair competition claim does not have any underlying merit The Company's Management does not
believe that the settlement of this matter will have a material adverse effect on its financial condition.

The Company received a letter dated January 8, 1999 with a claim for USD 10,000 in connection with consulting services
provided to the Company by an outside consultant Management is of the opinion, having obtained legal advice, that this
claim is at too early a stage to determine whether any liability with respect to this matter is likely to arise or to estimate the
amount of this liability if it, in fact, were to arise. Accordingly no liability has been recorded for this claim.

The Company is defending a legal claim for USD 4,450 (including damages) brought in France also in connection with
consulting services provided to the Company by un outside consultant. Management is of the opinion, having obtained legal
advice that this claim is at too early a stage to determine whether any liability with respect to this matter is likely to arise.
Actordingly no hiability has been recorded for this claim.
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NETIA HOLDINGS S.A
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amounts in thousands)

Reconciliation to U.S. Generally Accepted Accounting Principles (U.S. GAAP)
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Year ended
December 31, December 31, December 31,
1999 2000 2001
(PLN) (PLN) (PLN)

Net Joss per IAS .. (418,931) (362,046) (1,149,217)
Foreign exchange lL)s<e> (1 6) ............ e (77,351) (2,773) 9,002
Inferest expense (1, 0] ..o (20,796) 19,087 27,002
Amortization of good\vill ()i 2,112 2,112 1,584
Reversal of impairment of goodwill (12) ................ - - 220,279
Asnortization of license (6)..... ... 4,362 147 3,856
Stock Optiont Plan (2)..... oo (4,123) 380 2,893
Employee Share Purchase (3) ..o - (1,650} -
Depreciation of U.S. GAAP tixed asset

basis differences (1, 5) oo (2,764). 3,567 1,147
Cumulative effect on prior years of adepting SAB 101 (7) ... - (48,301) -
Deferred revenue (7) .oooveieivii e - (2,857) 12,495
Other operating expenses (5) ... (22,867) - -
Deferred taxes(8) ..c......oooee... 2,895 - -
Minority interest (9).......cocoooiiiiici e, - 537 -
Net loss per US.GAAP ... .o, (537,463) (391,857 (870,959)
Busic und diluted loss per share pa U.S. GAAP before

cumnulative eflect on pnor years of adopting SAB 101 (not

10 thOUSHNAS). ..o e - (11.96) (28.26)
Loss per share related to cunulative effect on prior years of

adupting SAB 101 (not in thousands)...............ooovees - (1.68) -
Basic and diluted lass per share per U.S. GAAP

(not im thousands)......................ooiiii s (28.84) (13.64) (28.26)

December 31, December 31,
2000 2001
(PLN) (PLN)

Shareholders” equity / (deficityper IAS ... ... 780,411 (343,248)
Fixed assets, including depreciation (1, §)...........c..oocvoenenee (24,933) 22,858
Amoctization of goodwill (4) ..., e 6,336 7,920
Reversal of impairment of goodwill (12) ... - 220279
Amortization of license (6).........ooov oo 4,509 8,365
Deterred laxes (1, 4, S, 6l v e - -
Stock Option Plan (2) ..o (3,743) (850}
[ncrease in equity related to Stock Option Plan (2) .............. 3,743 850
Emplovee Share Purchase (3) ..o (1,650) (1,650)
Increase in equity related to Employee Share Purchase (3).... 1,650 1,650
Financial expense (4, 6).....cc.oivviineiies e (58,355) (68,995)
Purchase of EBRD interest in Netia (4)... (14,756) (14,756)
[ncrease in equity related to Incentive Stock Opnon (5) ....... 42216 42216
Minortty ILeTest (3. 537 537
Cumulative eftect on priar vears of adopting SAB 101 (7) ... (48,361) (48,361)
Deterted revenue (7) oo {2,857) 9,638
Other operating expenses (5) ... oo (31,662) (31,662)
Shureholders’ equity / (deficit) per U.S. GAAP ................ 653,085 (195,209)
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NETIA HOLDINGS S.A.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{All amounts in thousands)

Changes in sharcholders’ equity / (deficit) on a US. December 31, December 31,
GAAP hasis 2000 2001
(PLN) (PLN)
Shurcholders” equity at beginning of pertod as repnned ...... 578,307 653.085
Litect ot udopting 1AS 39 and FAS 133 (10)... - 134
Sharehslders’ equity at beginning ufpenod as n.stalcd.“ 578,307 653,219
NEELOSS ... oo eveee e (391,857) (870,959)
Issuance ot shares, net of related costs ..., 465,025 -
Jimployee stock subscriptions and stock oonu CXEIises ... 340 -
Increase m equity related to Stock Option Plan (2) ... (380) (2,893)
Increase i equity related to Employee Share Purchase (3).... 1,650 -
Change ot Other Comprehensive Income (1), - 25424
Sharcholders’ equity / (deficit) at end of period................ 653,085 (195,209)

The tollowing are descriptions of U.S. GAAP reconciling items:

)

(2)

(3

(5

¢6)

Under IAS, the Company capitalizes foreign exchange differences and net inlerest expense related to borrowings
used to fund construction in progress. Under US GAAP, foreign exchange differences must be reflected in the
statemnent of operations and are not subject to capitalization. Additionally, an interest rate is applied to the average
construction in progress balance to obtain the amount of interest capitalized under US GAAP, which is limited to the
total amount of interest expense incurred by the Company from all sources.

Under [AS, the issuance of share options granted to employees of the Company under the stock option plans is
recorded when the options are exercised. For US GAAP purposes, the cost relating to these options (estimated using
the intrinsic value method in accordance with APB opinion No. 25, "Accounting for Stock Issued to Employees”) is
recognized in the statements of operations in the period from the grant dale to the vesting date for each option.

Under 1AS, the discount on shares sold to employees is not recognized as a compensation expense. For US GAAP
purposes, the discount on shares sold to employees was recognized as compensation expense in the statements of
operations in accordance with APB No. 25, “Accounting for Stock Issued to Employees™.

Under LAS, the Company recorded goodwill of PLN 21,104 in 1997 relating to the purchase of shares in Netia
Telekom owned by the European Bank for Reconstruction and Development (“EBRD”). For US GAAP purposes,
the original issuance of shares in 1996 to the EBRD and the subsequent purchase by the Company in September 1997
is treated us being linked to the loan provided by the ERRD. However, during the period of the EBRD loar, any
resultant incremental finance cosl was not material On purchase of the EBRD’s shares in Netia Telekom by the
Company in 1997, the excess paid by the Company over the umount originally paid for the shares by the EBRD in
1996 has been treated as a component of financial expensc. The balance of the amount paid by the Company
(equivalent to the original issue price to the FEBRD) has been charged to shareholders’ equity for US GAAP purposes.
Accordingly, the total amount of goodwill recorded under IAS has been reversed in the US GAAP reconciliation.

This adjustment was rccorded through September 30, 2001 as the Company recognized impairment of goodwill under
1AS during the nine month period ended September 31, 2001.

Under [AS, the Incentive Stack Option issued in conmection with the Operational Support and Supervision
Agreements ("OSSA”") entered into with Telia 1s not recognized until the Option is exercised. For U.S. GAAP
purposes, the fuir value of the option Js recognized «s a component of expenses in line with the treatment of costs
invoiced under the OSSA’s. The fair value of the Incentive Stock Option was PLN 42,216 and this is being
recognized over lhe service peried of the OSSA. During March 1999, Telia cxercised its option to purchase the
shures. As a result in the year ended December 31, 1999, the remaining PLN 22,867 Las been recognized as other
operaling expenses and PLN 1,759 has been capitalized as part of cost of the network under construction.

For LS GGAAP the interest expense on- the non interest bearing liability associated with obtaining licenses from the
Polish government was imputed in accordance with APB Opinion No. 21 “Interest on Receivables and Payables”
based on the Company’s etlective borrowing rate. This rate differs from the rate used for the calculation under IAS,
which allows lor inclusion of interest income in the calculation of the Company's cffective borrowing rate. The
amount recorded for the year ended December 31, 2000 includes the cumulative adjustment necessary to reflect the
consistent treatment of license labilitics under both US GAAP and IAS.
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NETIA HOLDINGS S.A.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amounts in thousands)

(7Ty  [n December 1999, the Securities and Exchange Commission issued Staft Accounting Bulletin No. 101 “Revenue
Recognitivn in Financial Statements” (“SAB 1017y which provides additional guidance in applying generally
aceepled accounting principles. In certain cases, SAB 101 requires upfront fees {o be deferred and recognized over
the expected pertod of customer relationship.

“The Company has applied SAB 101 under U.S. GAAP and therefore deferred the revenue from mstallation fees over
the expected period ot the customer relationship being 7 years until the end of 2000 and § vears afterwards.

(%) The adjustinent reflects the eftect of the above adjustments on deferred tax.
(9 Thc adjustment reflects the eflect of minority share in the above adjustruents,

(10) As of January 1, 2001 the Company has adopted the Financial Accounting Standards Board (the “FASB”) Statement
No. 133 “Accounting for Derivative Instruments and Hedging Activities”, as amended by FASB Statement No. 138
and interpreted by Derivatives Implemenation Group issues (logether “SFAS 133"). The cross-currency interest rate
swap transactions described in Notes 14 and 15 have been designated as cash flow hedges under SFAS 133. The fair
value of those derivatives instruments on January 1, 2001 pf PLN 29,575 was charged to “Other Comprehensice
Income™ (PLN 25,424)-and (o the statement of operations (PLN 4,151) upon adoption of SFAS 133,

(11} This adjustment reflects the change in hedging reserve as reported in consolidated statements of changes in
shareholders’ equity / (deficit) under [AS.

{12) Under IAS, the Company has recorded an impairment of goodwill on the basis of, the impairment test performed,
taking nto account discounted expected future cash flows associated with the assets. For US GAAP purposes such a
recoverability test was performed using the undiscounted expected future cash flows and the results of that test did not
form a basis required for recognition of the impainnent loss,

Additianal U.S. GAAP disclosures are as follows:

1. Under US. GAAP, the “Loss from Operations” for the years ended December 3T, 1999, 2000 and 2001 would be
PLN 154,249, PLN 203,193 und PLN 285,216, respectively.

2. For US. GAAP purposes, certain additional disclosures are required under SFAS 123 Accounting for Stock-Based
Cormpensation.

The following table surmanizes information about stock options at December 31, 2001:

Weighted
average Weighted
exercise average
B prices of fair value Weighted
options of options average
Number of (notin (not in expected life
Options cptions thousands) thousands) (in yesrs)
(USD) (USD)
Outstanding at the beginning of the year...... 800,573 18.70 11.78 2.70
Granted ., TR 335,832 23.94 4.36 2.87
Exercised.............. C . - - -
Forfeitedfexpired ............cooceiiiiiiein (66,713) 17.62 11.85 1.99
Outstanding at the end of the year 1,069,692 2041 9.45 2.80

Exercisablc at the end of the year - - - -

The amount of stock options exercisable at December 31, 2001 is ditTerent than the amount of opticns vested at
December 31, 2001 (relfer to Note 13) as the majority of the options arc exercisable oaly if the market price of shares
as al the dute of the exercise exceeds the exercise price by at least 20%.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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The tair value of the options were estimated on the ddte of grant using the Black-Scholes option-pricing model with
the [ollowing assumptions: (1) expected volatility of 50% for the year ended December 31, 2001 and 80% for the
year ended December 31, 2000, (2) risk-free interest rate of 2.24% for the year ended December 31, 2001 and 6.00%
tor the vear ended Devember 31, 2000, (3) expected life of approximately 2.8 years for the year ended December 31,
200 and 3.1 vears tor the vear ended December 31, 2000 and (4) no expected dividend. Had compensation expense
heen determined based on the fair value at the grant dates for awards under the plans consistent with the method of
SI'AS No. 123, the Company's U.S. GAAP net loss and eamings per share would have been increased to the pro
fonna amounts indicated below:

2000 2001
PLN) (PLN)
Net 1088 oo Asreported ... ... 391,857 870,959
Pro forma................. 420,172 882,077
Basic and diluted loss per share (not
in thousands) ... Asreported............. 13.64 28.26
Pro forma................. 14.63 28.62
3. The significant valuation reserves for the Company were as follows:
Valuation allowance for net deferred tax asset for U.S. GAAP
January 1 Provision Utilization December 31
(PLN) {PLN) (PLN) {PLN)
2000 256,108 22,919 - 279,027
2001 279,027 42,483 - 321,510
Allowance for doubttul accounts:
January 1 Provision Utilization Decermber 31
PLN) ®PLN) ®LN) (PLN)
2000 10,168 13,016 (15 23,033
2001 23,033 16,485 (3,326) 36,192

4. For US. GAAP purposes, certain additional disclosures are required under APB Opinion No. 21, “Interest on
Reccivables and Payables”, in relation to the Dollar and DM Senior Discount Notes (see Note 14):

December 31, December 31,
2000 2001
(PLN) (PLN)
1997 Sernor Dollar Miscount Notes ...,
Principal amount 801,516 771,549
Less unamortized GIMOUNE ....cvocvvrriivirieeie e e 67,526 -
734,390 771,549
1997 Senior DM Discount Notes ....................
Principal amount ................. 408,057 372,860
Less unamortized amount ... 33,676 -
374,381 372,860
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NETIA HOLDINGS S.A.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All amounts in thousands)

[n June 2001, the Financial Accounting Standards Board "FASB" 1ssucd SFAS No. 141, “Busmess Combinations”
(“SFAS 141") which supersedes APB Opinion No. 16, "Business Combinutions SFAS 141 addresses financial
ecounting and reporting tor business combinations and requires that all bustness combinations within scope of SFAS
141 be accounted for using only the purchase method, SFAS 141 is required to be adopted for all business
combinations initiated afler June 30, 2001. Muanagement 1s currently ¢valuating the impact that adoption of SFAS 142
will have on its consolidated financial statements.

fn June 2001, the FASB issued SFAS No. 142, "Goodwill and Other Intangible Assets” ("SFAS 142"), which
supersedes API3 Opinion No. 17, "Intangible Assets”. SFAS 142 addresses how intangible assets that are acquired
individually or with a group of other ussets (but not those acquired in a business combination) should be accounted
for in tinancial statements upon their acquisition. SFAS 142 also addresses how goodwill and other intangible assets
should be accounted for after they have been initially recognized in the financial statements. The provisions of SFAS
142 are required to be applied starting with fiscal years beginning after December 15, 2001, SFAS 142 is required 10
be applied at the beginning of an entity's fiscal year and to be applied to all goodwill and other intangible assets
recognized in its financial statements at that date. Management is currently evaluating the impact that adoption of
STAS 142 will have on its consolidated financial statements.

[n June 2001, the FASB issued SFAS No. 143, “Accounting for Obligations Associated with the Retirement of Long-
Lived Assets”. The objectives of SFAS 143 are to establish accounting standards for the recognition and
measurement of an asset retirement obligation and its associated asset retirement cost. The provisions of SFAS 143
are required to be applied starting with fiscal years beginning after Junel$, 2002. Management is currently evaluating
the imnpact that adoption of SFAS 143 will have on its consolidated financial statements.

ln August 2001, the TASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets"
("SFAS 144") which supersedes APB Opinion No. 30, "Reporting the results of Operations —Reporting the Effects of
Disposal ¢f a Segment of a Business, and Extraordinary, Unusual and Inftequently Occurring Events and
Transactions”, and SFAS No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets
to Be Disposed Of". SFAS 144 removes goodwill from its scope and, therefore, eliminates the requirements of SFAS
121 1o allocate goodwill to long-lived assets to be tested for impairment. SFAS 144 also establishes a “primuary-
assets” approach to determine the cash flow estimation period for a group of assets and liabilities that represents the
unit of accounting for long-lived assets to be held and used. The provisions of SFAS 144 are required to be applied
starting with fiscal years beginning afler December 15, 2001. Management 1s currently evaluating the impact that
adoption of SFAS 144 will have on its consolidated financial statements.

Subsequent Events

On February 5, 2002 & General Shareholders Meeting of Netia Holdings S.A. was held. Following the earlier
recommendation of the Management Board, no resolutions with respect to the items contemplated by the agenda of
the Meeting were adopted. The next Extruordinary General Meeting of Shareholders of Netia was scheduled for
February 19, 2002,

On January 14, 2002 Netia Telekom S.A signed an agreement with Prima Communications Sp. z 0. o,
d company in the Telia group, relating to the provision of cornmercial network services. Under the terms of the
agreement, Netia will lease to Telia two ducts vn the route between Warsaw and the Szczecin area for the amount of
approximately USD 16 million. The ducts will be leased for a period of fifteen years and shall be made available to
Telia Iteruational Carrier by June 30, 2002, In addition, during the lease term Netia will offer to Telia, for additional
consideratioy, related services such as cable installation, cable maintenance and co-location services on the route. The
agreement is subject to the fulfillment, by not later than April 15, 2002, of certain conditions precedent, including the
delivery by Telia of a corporate guarantee, the execution by the parties of a loan agreement under which Netia will be
able tu receive the equivalent of the consideration for the ducts as an up-tront payment for the whale of the leases'
term, and the establishment on behalf of Telia of a registered pledge on the leased ducts securing the aforementioned
loan. The agreement provides for an obligation on (he part of Netia to pay up to 8% of the consideration for the ducts
as penalties in the event of late delivery of the ducts to Telia. The parties have not provided for Telia to have the right
to seck additional compensation exceeding the amount of contractual penalties.

Netia ! did not make the pavinent of its license fee obligation due on January 31, 2001.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the

registrant has duly caused this report to be signed on its behalf by the
undersigned, thercunto duly authorized.

Date: February 19, 2002

NETTA HOLDINGS S.A.

By: /s/Kjell-Ove Blom
Name: Kjell-Ove Blom
Title: Acting President

By: /s/ Avraham Hochman
Name: Avraham Hochman
Title: VP Finance
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